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Dependent Children And Child Support
Eniorcement Programs Could Be

Improved

!

Between 1966 and 1978, Wisconsin's Aid 10
Families with Dependent Children caszload
growth rate more than doubled that of the
Nation as a whole. Legislative, social, and eco-
nomic changes over these years caused the in-
crease, both nationwide and in Wisconsin,

Wisconsin has taken and is taking steps to im-
prove the management and operation of its
Aid to Families with Dependent Children pro-
gramn, hut more could be done'in the areas of
ertor redyction, detection and prosecution of
fraud, and collection of overpayments.

Milwaukee County could do more to improve
its Child Support Enforecement program in the

areas of

-=-arganization,

-duty reassignments, and

~collection activity.
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UNITED STATES GENERAL ACCOUNTING ! FFICE
WASMINGTON. D.C. 20548

'. 1M REPLY
REFER TO:

FUMAN RESQURCER
DIViSIoN

-164031(3)

The Honorable Robert W. Kasten, Jr.
House of Representatives

Dear Mr. Kasten:

This is our second report in response to your letters
of November 22, 1976, and May 26, 1977, asking us to look
into certain matters pertaining to the Aid to Families with
Dependent Children and Child Support Enforcement programs
in Wisconsin. Cur first report, dated August 3, 1977, ad-
dressed the matters discussed in your November 1976 letter,
except for the matter pertaining teo the impact and effec-
tLVEﬂESS of the Aid to Families with Dependent Children
program's income disregard provisions on which a review
was then underway.

This report addresses the income disregard matter and
the additional matters discuszed in your pMay 1977 letter,
some of which were changed or expanded through later dis-
cussions with your office. The report also describes
actions that could be taken by Wisconsin and Milwaukee
County to improve the programs.

At the request of vour office, we did not obtain written
State and county comments; however, informal comments were
obtained on the matters discussed and have been incorporated
where appropriate.

As arranged with your office, unless you publicly
announce its contents sarlier, we plan no €further distri-
bution of this report until 30 days from the date of the
report. At that time we will send copies to interested
parties and make copies available to others upon reguest.

Sincerely yours,

*LLLL%&f

; grégéﬁg ?“aft
Direct
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ACCCUNTING OFFICE WISCCNSIN'S AID TC FAMILIES

FREFORT TO THE HCNCRABLE WITH CEFPENDENT CHILDREN AND

ROEERT W. KASTEN, JR.

CHILL SUPPORT ENFCRCEMENT

EOUSE OF REPRESENTATIVES PROGRAMS COULD RE IMPROVED

cover dats in

In fiscal year 1977 Wisconsin's Child Support
Enforcement program cost about $7 million to
administer; about $19 million was collected
in child support payments from absent parents.

Milwaukee County had 43 parcent of the State's
child support caseload in September 1977. Yet
the county lacks a centralized child supgort
authority to speedily establish paternity--the
average time based o GAO's random sample was
14 months-~and to timely and effectively en-
force collection of court-ordered payments.
County responsibility for child support enforce-
ment is divided in a complex fashion among
seven organizations with no single one having
the authority to manage. Scattering kKey pro-
gram activities among different organizations
weakens management and makes delavs in case
processing ‘likely.

On the 1,300 child support orders issued during
the 12 months ended June 30, 1977, from which
GAC's sample was taken, from $4.8 million to
$5.9 million in child support was ungaid as of
December 31, 1577. &since the county had 8,783
child support orders in paternity caseg in ef-
fect at that date, a still greataer collection
potential exists. (See pp. 5 to 11.) *
The Milwaukee County Board of Supervisors and
County Executive could increase child support
collections by:
=~Centralizing child support program activities
under one county agency to facilitate progranm
coordination and managenent.

--Reassigning the other duties of the court com-
missioners who hear patecnity cases.

--Cevoting additional personnel of the family
resource coordinator's staff to locating
absent parents.

HRC-78-13C
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--Assigning clerk of circuit and county court
employees other than paternikty trustees to
testify in court on support payments owed.
This would permit the trustees tc devote
their full time to collection efforts.

--Directing thz tamily resource coordinator to
develop a more systematic, business=like ap-
praach to co%lectian activitvy. (See p. 1ll.)

Milwaukee County cfficials generally aqgreed,

but did not state what actions they plan to

take.

ACTIONS TO REDUGE AFDC ERRORS

From 1973 through mid-1977, Wissonsin tock

var lous corrective actions whizh reduced its
AFDC case errors by about half and its payment
errors hy 23 percent. Compered with other jur-—
isdictions, Wisconsin's case error rate wE 17.7
percent and payment error rate of 4.7 percent
ranked twentieth and tenth lowest, respectively,
for the January~June 1977 reporting period.

Other acticns, including establishing a comput=
erized system to determine eligibility and bene-
fits and requiring recipients to report monthly
on their status, are being taker. which should
help further reduce errors but they will not

be completed until 1980. (Sze p. 14.)

In the meantime, there are othey ways Wisconsin
could reduce errors. Verification of client-
supplied information is optional with the coun=-
ties; crossmatching recipient-reported income
with employer reports to the State of wages

for unemployment compensation purposes cannot
be done because the employer reports do not
show individual's earnings. (See p. 15.)

Also, a recently completed HEW-funded study
cover ing a number of States identified certain
action strategies as cost-effective nationwide
in reducing AFDC errors. (See p. 17.)
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The Wisconsin Department of Health ard Social
Services could help reduce AFDC errors by:

-=Paquiring, if cost-effective, all counties
to verify eligibility information fepafted
by AFCC applicants and recinients, particu-
larly verifying with employers the income
of working AFDC recipients,

-=-Revising the employer reports to the State
of wages for unemgloyment compensation pur-
poses to show earnings by individual to perc=
mit comparisons of recipient- repocted income
with the employer-reported wages.

-=Evaluating the cos:-effective action stra=-
tegies for reducing AFDC errors identified
in the recently completed HEW-funded stady
and carry out, if practicable, those that
are applicable. (See p. 26.)

ega,ﬁlng the first two actions, Wisconsin
officials said that:

-=While no studies had been made, they did
not believe complete verification of appli-
cant information would be cost beneficial.
GAO believes a study would be appropriate
to identify those aspects of varification
that would be cost beneficial, particularly
verifying income of working AFCC recipients
with employer-resorted wages.

--They are considering changing the emplover
reports to permit crossmatches. :

GAQO did not discuss the latter acticn with
Wisconsin officials because the study report
wa2s not issued until after GAO's fieldwo.k
in Wisconsin was :amgleteéi

ACTICN NEEDED TO
FIND AND PURSUE FRAUD

Wisconsin does not know how many AFDC recip=
ients may be receiving cash benefits in more
than one county or in bordering States. There

Taar Shest iii



is a statewide conputer file used to disclose
duplicate applicavions for medical assistance
(Medicaid) that contains all AFDC recipients,
but Wisconsin does not rewuire caseworkers to
followup on computer—-identified applicants who
may be attempting to obtain duplicate benefits.
(See p. 15.)

Wisconsin follows the minimum Federal require-

ments for identifying ard pursuing fraud cases,
but clarifying guidelines elaborating on iden-

tifying, investigating, and prosecuting welfare
fraud have not been issued. (See p. 20.)

Although Wisconsin does not sponsor a welfare
investigative force, Milwaukee County has such

a upit called a "fraud sguad." Financed solely
by the county, the squad investigates welfare
fraud complaints and overpayments resulting

from recipient errors. Since its creation in
1963 through 1977, the sqguad has received about
13,500 investigative requests% hes investigated
about 8,000 of them, and has idencified fraud

of $4.1 million in about 3,100. During 1977,
the squad found evidence of fraud totaling about
$459,000 in 300 of the 736 cases it investigated.

Understaffing of the squad has resulted in a back-
log of about 5,500 reguests; squad officials es-
timated that about 2,000 of these could be purged
because the State statute of limitations had ex-
pired. County officials saild the squad's size
would have to be increased from 8 to 20 to elim-
inate the backlog and keep current. (See Dp. 20
to 22.)

The Wisconsin Department of Health andrsaciél
Services could improve its efforts to detect
and prosecutes fraud by:

-~Requiring caseworkers to use the medical as-
sistance computer file to identify persons
receiving or applying for benefits in more
than one county.

-~lssuing clarifying guidelines to county wel-
fare agencies and county prosecuting attorneys

iv



to elaborate on de:tecting, investigating,, and
prosecutcing AFDC fraud. (5ee p. 26.)

Wisconsin cfficizls generally agreed with these
actions, &nd said that thev

~~plan to develop followup procedures for case-
workers on using the medical assistance com=
puter file, distribute thex to the counties,

. and crossmatch|the purified medical assist-

. ance file against AFDC benefit files in bor-
dering States to identify recipients receiving
multiple benefits, and

~~believe that issuing clarifving guidelines

to deal with fraud would be a feasikle cor-

rective action.

!

The Milwaukee County Board of Supervisors and
County Executive =zculd improve fraud detection
by increasing the staff of the fraud sguad to
eliminate the backlog of cases and to remain
current on investigations of fraud allegations.
{See p. 28.)

Milwaukee County officials agreed, but did not
state what action they would take.

ACTIONS NEEDED TO IMPROVE
RECOVERY OF OVERPAYMENTS

Before June 1977 the Wisconsin welfare adgency
did not believe it had statutory authority to
require recipients to refund overpayments be-
cause the law then in effect was silent on the
matter. State procedures provided that coun-~
ties could only reguest clients to make volun=-
tary restitution of overpavments resulting
from ¢client-caused errors, but not of those
resulting from agency-caused errors.

In June 1977 the Wisconsin legislature gave

the State welfare agency authority to collect
overpayments resulting from client- and agency-
caused errors, subject to approval by the
legislature of implementing regulations. The

o
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regulations, which had not been agpproved as of
February 197&, provide for securing judgments
against Déffgﬂg no longer receiving AFCC, but
they do not cover persons still on the rolls
who have no income or resources. (See p. 22.)

while its current grant processing system iden-
tifies overpayments resulting from client- and
agency-caused errors, Milwaukee County has es-
tablished accounts receivable only on overpay-
ments resulting from client errors. Until GAO's
review, the county did not know the total amount
of overpayments outstanding from all causes.

Also, the county has not established adequate
collection procedures to recoup overpayments
resulting from client-caused errors. The wel-
fare agency relied solely on sending monthly
statements to recipients with known addresses;
it did not use repayment followup letters and
only attempted to correct addresses by reguests
to caseworkers.

GAQ estimated that as of December 31, 1977,
Milwaukee County had cutstanding overpaym: .ts

of about $2.6 million. The county had not
attempted to collect about $1.1 million of this
balance because it did not have current addresses
on recipients owing about $436,000 and, under
existing procedures, did not attempt to collect
the other 5$668,000 resulting from agency errors.
(See pp. 24 to 25.)

The Wisconsin Department of Health and Social
Services could strengthen the proposed Eegula—
tions for recovering overpayments by amending
them to provide for obtaining court judgments
against AFDC recipients who remain on aid and
have no income or other resources for collection
later when the client obtains assets or income
or gaes off the rolls. (See p. 27.)

A State official said it would be feasible to

amend the proposed regulaticns to PEDVLﬂé for
such judgments.

vi




The following actions by the Milwaukee County
Board of upervisors and County Executive could
imgprove the collection of overpayments:

=~Improve accounting controls by establishi

ing
accounts receivable for overpayments resulting

from agency-caused errors.

~~When the proposed overpayment recovery regu-
lations are approved, establish formal col-
lection procedures, including veriodic fol-
lowup letters to and personal contacts with
recipients to request compliance with agree-
ments to refund overpayments. (See p. 28.)

Milwaukee County officials generally agreed,
but did not state what actions they would take.

IMPACT OF PROGRAM
OFTIONS CHGSEN

Wisconsin officials identified 23 AFDC program
options which they believea were available to
the State. GHO cconsidered 12 of these to be
major because thzy apparently would have the
most significant impact on the size and/or cost
of the AFEC program in the State. Wisconsin
originally implemented all 12 but has since

dropped 2 of them.

Of the 10 options curcently in effect, 7 ex-
prand the size and/or cost of the program, 1
restricts eligibility, 1 promotes administra-
tive efficiengy, and 1 relieves the counties
of financially contributing %o the cost of ‘nae
program. The unemployed fathers option of the-
AFDC program accounted for 7 percent of the
average monthly caseload ané 10 percent of
benefit payments during the July 197€-June
1977 period. The specific impacts of the
other options implemented by Wisconsin were
not available. (See p. 29.)

Wisconsin's AFDC caseload increased by 473 per-
cent between 1966 and 1976 while the nationwide
average increased by 228 percent. The program

Tear Sheet vii

. i'i‘ik 77'
=
-



\
|

options discussed above as well as other legis-
lative, social, and economiz changes over these
years resulted in the growth of the AFDC case-
load, both in %Wisconsin and nationwide. (Sec
p. 33.)

EFFECTIVENESS OF
INCOME DliREG ARDS

Expressing c@nceén over increasing AFDC case-
loads, the Conyress added work incentives to
the Social Security Act. The primary-ones,
used in determining the amount of monthly
earned income offset against the potential
grant, were the disregard of (1) the firzt $30
earned plus one=-third of earned income over
$30 and (2) reasonable work=related expenies.

These prowisions, designed to encourage sus-
tained work effort by reciplients, permitted
them to retain a portion of their earnings
in the hope that they wculd eventually work
themselves off welfare. (See p. 36.)

GAQ reviewed the results of five separate stud-
ies of the ef{ects of these provisions and also
sampled selected AFCC recipienct case files in
California and Wisconsin to ascertain the pro-
visions' impact on welfare grants. GAO noted
that in these States recipients have legally
remained on welfare while earning substantial
incomes, largely because of the combined ef~-
fect of the two income disregard provisions.
Based on this work, GAQO believes the income
disregard provisions have not achieved their
intended result. (See pp. 38 to 453.)

The weaknesses of current AFDC income disregard
provisions have been widely recognized. Some
17 bills, which in part would change these
provisions, have been introduced in the 95th
Congress, but final action had not been taken
on any of them as of May 1978. GAO tested the
effect of the provisions of one, the President's
welfare reform proposal, on selected AFDC cases
in California and Wisconsin and found that wel-
fare grants would generally be reduced or elim-
inated. (See pp. 45 to 47.)

viii
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CHAPTER 1

INTKODUCTION

A series of Milwaukee Sentinel articles on the Aid to
Families with Depernident Children (AFDC) program in Wiscapsin
promcted Representat ive Robert wW. Kasten, Jr.'s reguest that
we review selected azspects|{of the State's program. Our first
rcport, dates August 3, 1977, addressed matters in the Repre=
sentative’s initial request, except a matter concerning the
AFDC income disregard provisions,

~ This report addresses the income disregard matter and
additional matters contained in his second request. Accord-
ingly, we

-~examined and evaluated Wisconsin's implementation of
the Child Suppert Enforcement program,

~=~ascertained the procedures used by Wisconsin to mzke
inizial AFBC eligibility determinations and redeter~
minations aznd compared them to those used by Indiana,

--raeviewer and evaluatzd the steps Wisconsin has taken
to reduce erroneous payments and detect fraudulent
practices by recipients,

--ascertained and evaluated the methods used by Wisconsin
to collect erroneous payments,

-~examined the AFDC program options available and deter-
mined those adopteu by Wisconsin and their impackt on
the State®s AFDC caseload, and

~~developed informatien on AFDC caseload changes nation-
wide and in Wisconsin with emphasis on causes of the
changes.,

AFDC is one ¢E the largest faderally aided public as=zist-
ance programs. Administecred by the States in cooperation with
the Department of Health, Education, and Welfare (HEW), the
program provides financial assistance to naedy children and
their parents or relatives to encourage the care of dependent
childran in their home.
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Eack State must submit a comprehensive plan to HEW de-
scribing the nature and sccpe of its AFDC proagram and itg
promise to administer the plan according te Federal statutes
and regulations., The plan must include a continuing gquality
control program designed to assure that correct payments are
made to gualified AFDC reciplients in compliance with State
regulations. A State's quality control review procedures
rust include sampling techniques, ztovide for field investi-
gations of selected cases, and identify corrective actions
to be taken oOn erroneous payments and program administration
Wweaknesses. Each State must submit semiannual reports to HEW
on the results of its quality control reviews and its plans
to reduce erroneous payments.,

Federal and State payments for AFDC during fiscal year
1977 amounted to $10.2 billion of which the Federal share was
$5.5 billion, or 54 percent. The Federal share varies among
States and ranged from 50 to 82 percent in 1977. In Wisconsin
the Department of Bealth and Social Services egtabliches aligi~
bility criteria and 72 county welfare offices apply them. The
cost of Wisconsin's AFDC program during £iscal year 1977 was
§239.6 million of which the Federal share was §143.5 million,
or about 60 percent, and the State's share was 596.1 million,
or 40 percsznt.

Welfare is, to a considerable extent, a ptoblem of non-
support of children by their absent parents. HEW estimates
that over 7 million children (2.9 million families) who have
an absent parent recrmive AFDC benefits. The Child Support
Znforcement program, authorized under title iV-D of the Social
Security Act, as amended (42 U.S.C. 651 et seg.), requirtes
each State to establish a program to locate absent parents,
establish paternity, and secure support. For fiscal year
1977, the program administrative costs totaled $258.8 million
nationwide of which the Federal share was $190.3 million.
wisconsin spent aboue §7 million to administer the program
and collected about §19 million Erom absent parents during
that year-

There are a number of AFDC program options in the Social
Security Act which States may choose to adopt and have the
Federal Government share in the cost. One, providing assist-
ance to families with an unemployed father, had been adopted
by 29 jurisdictions, including Wisconsin, as of 1977. Another,
providing emergency assistance to needy families with children,
was in operation in 25 jurisdictions during 1977. Wisconsin
withdrew from the federally-aided Emergency Assistance Program
in 1975.

Bl
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_The AFDC caseload increased significantly, nationwide and
in virtually all States, during 1966-1976. Several reasons have
oeen given for the increase, including adoption of grogram op-
tions, liberalized eligibility criteria, and hign unemployment.
Appendix I shows caseload changes by State for this period du-
ring which Wisconsin's caseload increased by 473 percent while
the nationwide average increased by 228 percent. '

Work incentive provisions were added by the Congress to
the Social Security Act to encourage AFDC recipients to become
self-supporting and eventually work their way off welfare.
These provisions, used in determining the amount of monthly
earned income offset against the potential grant, were (1) in
1962 the disregard of reasonable work-related expenses and (2)
in 1967 the disregard of the first $30 earned plus one-third
of earned income over $30. They were intended to énicourags
sustained work effort by recipients by allowing them to retain
some portion of their earnings rather than having their grants
reduced dollar for dollar by such earnings.

STOPE_OF REVIEW : .

We made our review between July 1977 and April 1978 at
HEW headgquarters. Washington, D.C.; the HEW Chicago, regional
office; and in three States~-California, Indiana, and Wiscon-
sip--where we reviewed program records and imterviewed Federal,
State, and county welfare program officials. Mcst of the
fieldwork was done in Wisconsin where we also reviewed selected
AFDC and child support case files to test the ap:tation of the
programs. :

In Indiana we identified the actions it had taken to re-
duce AFDC errors, deal with recipient fraud, and collect over-
payments to determine which of these actions might help to
improve Wiscansin's AFDC program. Indiana was selected because
it (1) is located in the same HEW region as Wisconsin and (2)
ranked lowest in the region and third lowest in the Nation in
AFDC case and payment error rates during the January~June 1977
quality control reporking period.

.. In California we reviewed selected AFDC recipient case
files to ascertain the impact of the income disregard provi-
sions on their welfare grants,

We also reviewed five studies which had the objective of
measuring the impact of the income disregard p.ovisions on the
work response Of AFDC recipients.
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CHAPTER 2

POTENTIAL FOR_GREATER

CHILD SUPPORT COLLECTIONS

~ Wisconszin could collect more child support payments from
absent parents. In Milwaukee County, which had 43 percent of
tha State's child support caseload in September 1977, the ab-
sence of a centralized cthild support authority impairs effcrts
to speedily establish paternity and effectively enforce court-
ordered payments.

Our random sample of 120 out of 1,300 Milwaukee County
child support orders on paternity cases issued during the 12
months ended June 30, 1977, showed that full or partial coi-
lections of $16,647 were made on only 37 percent of the 120
orders as of Decembe: 31, 1977, leaving an amount still owed
of 5494,897. Baszed on our sanmple, as much a2 $5.2 millien in
child support may. be unpaid on the 1,300 orders. Since the
county had 8,783 child support otders on paternity cases in
effect at December 31, 1977, a far greater collection poten-
tial exists.

PROGRAM REQUIREMENTS
END_USE LLI ]

The Child Support Enforcement program grew out of con-
gressional concern that parents were deserting their families,
often leaving them with no choice but to fall back on public
assistance. ,

The law requires that:

-—HEW and each State have a separate agency to administer
the program.

--The Federal and each State agency establish a service
for locating absent patents.

-=Appiicants for or tecipients of Aid to Families with
Dependent Children assign support rights %o the State
and cooperate in establishing paternity and securing
sypport. 7

--Support payments fof AFDC recipients be paid to the
State for distribution, rather than directly to the
family.

L&
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--All States cnoperate in locating absent parents,
establishing paternity, and securing support.

--Each State makes its child suvpoort services available
to inéividuals not receiving AFCC.

Child support callect;ens are used orimarily to reim-
burse the States and the Federal Government for assistance
payments to needy families. Fifteen percent of the Federal
share of the collections is reallocated to counties for en-
forcing suppozt orders and collecting payments. Thus, when
payments arz not maﬂé, it 15 Féde:al, Staﬁe, and lacal gnv—

PRCGRAM ADMINISTRATION

At the Federal level. the Child Support Enforcement
program is administered by HEW's Office of Chilé Support
Enforcement vhich is required to review ard approve State
IV-D plans, astablish standards for effective State pro-
grams, and establish organizational and staffing require-
ments for IV-D agencies. The Cffice alse is required to
(1) previde technical assistance to States, (2) assist them
with ruporting procedures, (3) maintain records of program
operations and child support expenditures and collecticns,

(4) evaluate the implementation of State child support pro-
grams, and (5) conduct an annual audit of each State to de-
termine if it has an effective program that mecets the require=-
ments of the law. Through the Office’s Federal Parent Locator
Service, it assists the States upon request in locating absent
parents by providing the most recent home address and/or most
raecent place of employment.

In Wisconsin, the State Department of Heglth and Social
Service's Bureauy of Child Support administers the program.
The bureau has contracted with®each County Board of Super-
visors or its designee to provide child support enforcement
services. The Clerk of Circuit and County Court in each
county collects support payments and sends them to the State
Department of Heal:h and Social Services for distribution
primarily to the Federal Government and the counties. Ac-
cording to a State official, the program has been implemented
in all 72 Wisconsin counties.

During fiscal year 1977, Wisconsin spent about 87 million
to administer the program with about 350 State and county em=-
ployees (full-time equivalent). For the same year, the State

(%]
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collacted about $19 million from absentee parents. (App. II
comcares Wisconsin collections with other States in HEW's
region V.)

In evaluating the efficiency and effectiveness of col-
lection efforts, we concentrated on Milwaukee County's child
support progr-m which had 43 percent of the State's child
sdpport cuse’. ad in September 1977.

In 1976 the Milwaukee County Board of Supervisors asta-
biished the Commission on Family Resources to set up a chiid
suppoert program. The program is carried out by a Eamily ra=
sources coordinator with a staff of about 10, who comprise
the Division of Family Resocurces. The commission has legal
agreements, called contracts, with various county agencies
for referral and legal services necessary to carcy out the
programe.

Tha cou ﬁty pursues child support collections for two
types of casas (1) divorce or separation and (2) birth of
children out af wedlock. Ia the latter case, the county
establishes the paternity of a child and orders support pay-
ments. Our review concentrated on out-of-wedlock cases in=-
velving AFEC, R

Paternity and the amount of child support g®™¥ants are
established and collection action is taken in a complex
procesg by the Division ¢f Family Resources and the various
county units with which it has contracted. County responsi-
biliety for child support enforcement is divided as follows:

=~The public welfare department refers AFDC recipients to
the corpeoration counsel for a paternity detegrmination.
L]

prosecutes absent parencs tq obtain a judqment af

nai’gflﬂnf-ué ;nr‘l renracants kka 1

11ty £epr
when payments are not made.
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=~The county court's qivil division astablishes 1ity,
assesses parents' ability to pay support, issue ourt
orders for support payments, and takes actions, ‘such as
garnishment of wages, when these orders are ignored.

i} m
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-~The sheriff's office helps locate absent parents, serves
them court summonses, and arrests them if they €fail to
appear.
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==The Clerk af Circuit and County Court receives and
accounts for payments, contacts parents who are de-—
linquent, and initiates contempt proceedings.

-=-The Divisicn of Family Resources maintains a system
of case files and other records for locating parents
,and writes letters to parents who fail to comply with

‘court orders. '

~~The district attorney assesses absent parents' ability
to pay support under the Uniform Reciprocal Enforce-
ment of Support Act (fcr interstate paternity cases)
and prosecutes appropriate cases under the criminal
sStatutes.

Child support is set bv the court in a child supoort
order and may be comprised of three elements: medical ay=
pénses fof maternity, past support (from birth to the eima
of the order), and -future support until the child reaches
age l8. The parent=usually is ordered to make monthly pay-
ments based on his ability to pay.

FACTORS LIMITING CHILD
SUPECRY COLLECTIONS

. g

Milwaukee County's implementation of the child support

program has resulted in limited collections. The county
lacks a separate agency with the authority and staff to ex-
peditiously process paternity cases which has contributad
to :

~~long delays in establishing paternity and ordering
support, and

-~slow and insufficient efforts to collect delinguent
payments.

Lack of eentralized agths:i;y

iﬁhﬁﬁit' _m:

5 _prodram management

The Milwaukee County family resources coordinator has
the responsibility, but insufficient authority, for managing
the Child Support Enforcement program. The complex subcon-
tracting structure has placed the coordinator in a position
where he can only recommend, not direct, program improvements.
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Furthermore, receiving inputs from so many organizations

makes it difficult €cr bim to monitor program activity or
measure accomplishments.

The coordinator said he cannot direct changes in the
functioning of the various affiliated child support units
because they are not under his control. For example, em-
ployees in the clerk of court office, who account for child
support collections and act on nonpayment of support orders
(see p. 9), are not supervised by the coordinator. In addi-

_tion, assistant corporation counsels, responsible for legal

proceedings to establish paternity and enforce support or-
ders, report to supervisors not involved in the child sup-
port program. Scattering key progranm activities among dif-
ferent offices not only weakens management, but also makes

delays in processing paternity cases more likely.

in December 1976 e Stats advised the county of these
problems and since then the county has been considering other
program administrative structures. One option is to transfer
program personnel to a single organizational unit. As of
February 1978, no decision on organizational changes had been
made .

£ &hq

Delays in establishing paternity

To assess the speed with which paternity and support
payments are established in Milwaukee County, we randomly
selected 120 out of 1,300 support orders issued during the
12 months ended June 30, 1977. ‘The county took an average
of about l4 months to estaklish paternity and the amount
of support payments due. A large portion of this time can

‘he attributed to delays in arranging appearances before two

court commissioners who also hear small claims cases. Ac~
cording to a county official, it takes about 3 months to
arrange each court appearance required during the prosecution
of absent parents., AT least two ap@ésrancas &8re nacesgary

in each case--one for arraignment and one to se:t terms for
payment.

Another factor contributing to the delay is the diffi-
culty in locating parents. AFDC recipients are frequently
unaware of the absent parents’ whereabouts and can only pro-
vide their names., It is the task of the family resource
coordinator's staff to locote such persons. One staff member
said she contacts various public and private sources (e-g.«:
telephaone company, Post office, law enforcement agencies,

20
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and employers), trying to oktain a pParent's address. Inp
addition, the county requests assistance from the State and
Federal parent locator services. (See app. III for use of
Parent locator service in Wisconsin,) This seartch is gen-
erally made at the start of paternity proceedings and/or

;ngffecgivgwcclleggiqh activities

The difficulty in lccating parents and establishing pa-

ternity is compounced by the imability of Milwaukee County
to act guickly and evfectively against bParents who fail to
comply with support ~rders., The county has not directed
sufficient resources to a8sure that absent parents comply
With support orders. As a result, county collection actions
have been slow or nonexistent,

During calendar year 1977, the county collected $5.5
millien 1/ in support bayments and spent about $1.5 million
to administer the Pregram. However, in no month were col-
lections made on more than 27 percent of support orders.

Nine county enployees have fesponsibility for collec~-
tion action igainst absent parents who are delinguent on sup-
POrt payments-=two "paternity followup clerks" responsible to
the family resource coordinator and seven "paternity trustees"
in the clerk of court office.

The county's Computer system produces lists of delig-
guent accounts. The followun clerks review these lists and
choose parants to whoam they will write requesting payment.
If no payments Lesult, the clerks refer the cases to the
paternity trustees for legal action.

Until August 1977, there was enly one £ollowup clerk
who could send letters to just a small percentage of the
Parents who were making no payments. Because the caseload
is increasing, county officials could not say whether adding
the other clerk in August resulted in broadening the coverage,

1/Includes collections on both paternity and divorce or se~

" paration cases; a breakdown of collections by case type
was not avajilable. At December 31, 1977, thete were 8,783
Paternity and 7,794 divorce or separation orderzs-—-a tota])
of 16,577.
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Acecording to a county official, 60 percent of the pa=
ternity trustees' time is spent appearing in courc to provide
a record of the amount of support payments cwed by parents.
Thus, they can spend only 40 percent o their time Eallaw;ng
up on unpaid support orders. Furthermore, the trustees have
no established priority for reviewing cases of nonpayment.
Each trustee's workload-<1,400 to 1,900 cases--is so large
that only problem cases can be dealt with. Routine case re-
views of payment status of all delingient cases had not been
made for about a year. ’ :

.~ We reviewed trustees' files for 12 of our 120 randomly
selected cases to determine collection actions taken. At
December 31, 1977, no payments had been made on any of the
cases and delinquencies ranged from 11 to 18 months. According
to trustee files: :
-~Followup action was taken on four cases within 6 months

after the effégtlve date of the court crder.

~=Followup actlén was nc*t begun in four cases until pay=
ments were delinguent over 6 months.

-=No followup action was initiated in three cases.

~-Paternity in the remaining case was still being adjudi-
cated in the courts.

Another factor slowing followup is that trustees and
followup clerks do not coordinate their collection effarts.
Both sometimes act on the same case in a given month, while
numerous other cases remaln unattended.

MGRE:CHILD SUPPORT

TELD
Milwsukes County cfficials could not tell us the total
amount owed by absent parents at any given gime. We, there-

fore, estimated this amount as of December 31, 1977, using
our random sample of 120 of the 1,300 child support orders
issued on paternity cases during the 12 months ended June 130,
1977 The total amount owed on these 120 orders was $511,544.
On Qniy 44 cases, or 37 percent, had any payments been made--
the payments totaled $16,647. Not all of the remaining $49%4,397
represented delinguent ﬂayments since some were riot then due
according to the orders, but we could not readily ascertain

the delinguent amounts. Projecting this unpaid balance to

10
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the 1,300 orders, we estimate a tctal of from §$4.8 million
to $5.9 million in child support was u.apaid on these aorders
as of December 31. 1/ Since the county had 8,783 child
support orders on paternity cases in effect at that date,
a still greacer collection potential exists.

W2ak procedures, absence of centralized authority, and
inadequate staffing levels have prevented Milwaukee County
and Wisconsin from maximizing collections under the Child
Suppor t Enforcement program. While pfaqzam collections have
exceeded costs in both the county and the State, there is
potential for much greater collections. Delays in estab-
lishing paternity, locating absent parents, and acting on
del inguent payments prevent the county and State from real-
izing this potenc;al.

The Eeollowing actions by the Milwaukee County Board
of Supervisors and County Executive could increase child
support collections:

-=Centralize child support progeam activities under
cne county agency to facilitate program coordina=-
tion and management.

-~Reassign the other duties of the court commissioners
who hear paternity cases.

-~Devote additional personnel o. the family resource
coordinator's staff to locating absent parents.

~=Assign clerk of court employees other than paternity
trustees to testify in court on support payments
owed. This would permit the trustees to devote
their full time to collection efforts.
==Direct the famlly rescurce coordinater to develop a
more systematic, ‘business~like approach to collection
activity. For example, the computer system that pro-
duces lists of delinquent accounts could be e.vanded
to automatiTally issue letters infcrming the parents
they are in contempt of court and threatenina legal
action. If they do not timely respond, court action
could be taken.

1/This projection is at the 95-percent confidence level,

11
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Milwaunkee County officials generally agreed, but did
not state what actions they plan to take.
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CHAPTER 3

WISCOMSIN COULD DO MORE TO

REDUCE_ERRORS, DETECT FRAUD,

AND RECOVER ERRONEQUS PAYMENTS

From 1973 through mid=1977, Wisconsin took various
corrective actlons which Eéault“d in substantially reducing
its Aid to Families with Dependent Children error rates.
Other actions being taken, such as development of a compu-
terized system to determine client eligibility and benefits
and a monthly recipient reporting system, should, when im-
plemented, further reduce errors. These systems, however,
will not be fully operational until late 1980,

In the meantime, Wisconsin might further reduce i1ts
AFDC evrrors by censidering (1) the cost effectiveness of
requiring all counties to verify client-supolied informa-
tion, a corrective action taken by Indiana and (2) the
practicability of implementing aprlicable action strategies
identified by a recently completed HEwW-funded study as cost-
effective nationwide in reducing AFDC errors.

Wisconsin could also detect and better prosecute fraud
by (1) requiring caseworkers to use the medical assistance
computer file, which includes all AFDC recipients, to identify
persons receiving or applying for benefits in more than one
county and (2) issuing clarifying gquidelines on identifying,
investigating, and prosecuting fraud.

Milwaukee County has not maximized ccllections of over-
payments from recipients. 1In _the county, which accounted for
about 37 percent of the State's AFDC caseload in February 1977,
fraud detection has been hampered by inadaguate staffing, and
welfare officials have not aggressively pursued collections.
The county has not developed collection procedures or acted
te nncourage recipients to make payments after they fail to
comply with repayment agreements. Furthermore, it has not es-
tablished accounts receivable for recipients who receive
overpayments because of agency errors. As a result, until
our review, the county was unaware of the total amount of
overpayments outstanding.

13
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WISCONSIN'S CORRECTIVE ACTIONS
TO_REDUCE @EDCréﬁﬁéﬁ;;:fIB7;¥zz

Two indicators used by HEW for determining the extent
of error in the AFDC program are the case error rate and
the payment error rate. Case error rates show the percent-
age of the State's AFDC cases which were ineligible or con-
tained an overpayment or underpayment error. They do not
directly show the total welfare dollars misspent. A better
indicator of this is the payment error rate which shows the
percentage of total welfare payments made to ineligible
persons and overpayments to eligible persons,

From 1973, when the current quality control program
began, to mid-1977, corrective actions taken by Wisconsin
reduced its AFDC case error rate by half--from 35.7 percent

.to 17.7 percent--and its payment error rate by 23 percent--

from 6.1 percent to 4.7 percent. In comparison with other
States, the District of Columbia, and the territories for
the January-=June 1977 reporting period, Wisconsin's case
ercor rate of 17.7 percent and payment error rate of 4.7
percent ranked twentieth and tenth lowest, respectively.
(See apps. IV and V.)

The effectiveness of Wisconsin's corrective actions
have been measured by the State in terms of their impact
on the case error rates. Although the specific impact of
the corrective actions on the payment error rates were not
identified, they probably contributed to their overall re=
duction.

Appendixz VI contains information on the operation of
Wisconsin's AFDC program, inciuding (1) a comparison of Wis~
consin's error rates to the national error rates, (2) a dis=
Eribution of Wisgonsin's AFDC errors among the five categories
of determination==basic eligibility requirements, resources,
income, need, and other--and (3) a description of the major
corrective actions taken and planned by Wisconsin and their
actual or estimated impact on reducing the error rates.
WISCONSIN'S CORRECTIVE ACTIONS

IN PRCCESS: 1575-80

Wisconsin's major corrective action in process to reduce
agency-caused errors is the development of a computer reporting

14



I

network, which, when fully imoiementad, will unifermly apoly
Wisconsin's policies for all AFLC eligibility and benefit de-
terminations. This online computer system will automatically
determine a client's eligibility and benefits for AFDC, medi-
cal assistance (Medicaid), and food stamps at initial appli-
cation and at the time of redetermination. The system will
provide equal treatment for clients statewide by consistently
applying rules, requlations, and policies to client-supplied
information. (See app. VI, p. 63, for a description of the
computer ‘reporting network.)

In addition, the Wisconsin Department of Heal'th and Soecial
Services formed a program training and interpretation section
ko provide uniform interpretations of AFDC policies to all
counties. Caseworkers throughout the State will be able to
call a central number and immediately receive policy interpre-
tations when this section is fully operational.

[

Wisconsin officials told us that special training courses
for counties where specific policies were frequently misap~
plied will be implemented in Wisconsin in 1978. Caseworker
calls to the program training and interpretation sectinn, as
well as reports from county monitors, will be analyzed to
determine whether the counties are having trouble with spe-—
cific policies. If they are, training courses dealing with
the specific policies will be set up in such counties.

Wisconsin's major corrective action in process to te-
duce client-caused errors is its plans to implement a policy
of requiring recipients to submit monthly status reports in
Milwaukee County in 1978 which will, if successful, be applied
Statewide in conjunction with the computer reporting network
by late 1980. These reports will require clients to report
any change in circumstances that affects their aligibility
Or grant amount. Caseworkers will review the veports for
changes in recipient status and take any necersary actions.

OTHER OPPORTUNITIES

TO_REDUCE_ERRORS

A comparison of Wisconsin's procedures for managing its
) AFDC program with those used by other States may also yield
’ opportunities for reducing errors. We compared Wisconsin's
procedures with Indiana’'s and found that in several insntances
Wisconsin had taken or was considering taking actions compar-—
able to those Indiana had implemented. However, we noted
that Indiana requires all counties to verify clienv=supplied
15
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information, a corrective action which might, if found cost-

effective and implemented by VWisconsin, raduce AFDC errors

in advance of full implementation of the computerized system

and monthly recipient reporting.

After completion of our fieldwork in Wisconsin, we noted
a recently completed HEW=funded study which explored the
causes of AFDC errors and suggested cost-effective strategies
the States could implement to reduce them. Wisconsin officials
could consider the practicability of implementing those stra-
tegies which are applicable.

| r.."‘
m

715 tion of client-supplied Lnfafmatlan

Indiana requires caseworkers to verify all information
affecting AFDC eligibility and grant amounts for zall initial
eligibility determinations and periodic redeterminations.
Verification includes a visit by a caseworker to an appilcant's
home .

Wisconsin allows counties to choose either to accept
clients' statements or to verify them against supporting docu~
ments or by contacts with other sources. State officials
could not identify which counties used which method, but said
that the smaller and more rural counties tend to use the
declaration method rather than the verification method. Mil~
waukee County, however, does require use of the verification
method. (See app. VI, p. 57, for type of documents reguired
to support initial Ellglblllty ) Home visits are required
for initial eligibility determinations but not for redeter-
minations. However, the June 1977 Wisconsin AFDC funding
law required that caseworkers recertify in person the eligi-
bility of 10 percent of the recigients every 6 months.

In addition, Indiana has two methods of verifying in-
come. Reclplénts emplnyers are asked to complete a form
verifying income and mandatory payroll deductions. Also,
AFDC rolls are crossmatched with individuals' earnings em-
ployers repcrt to the State for unemployment compensation
purposes. This crnssmatch is done quarterly for the State's
four largest CGUEElEE and had been done three times for the
remaining ?ountlei between January 1976 and June 1977.

Althaugh Wisconsin allows counties to choose whelher
or not to verity EllEﬂL—Equlléé information, State officials
believe verifying income with employers for all working re-
cipients would not be cost teneficial and would place an un=
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reasonable burden on employers. Although the State had made
no cost-benefit study, we noted that 71 percent of Wisccnsin'
total client-caused error cases during the first half of ‘977

occurred in the income category: 64 percent of tle total client-

caused errors in income involved clients inaccura-ely reporting
earned income.

Wisconsin's employer reports of wages for unemployment

compensation purposes do not show earnings by individual; there-

fore, the State cannot crossmatch AFDC-recipient- reported in=
come with employer-reported wages. Wisconsin officiale are
cans;det;ng changiny the employer reports to permit this com-
parison.

-funded study shows other
wgys to reduce AEDC errorcs

In its April 1978 report to HEW on the study results,
the contractor (the Urban Institute) identified five major
action strategies which were categorized as most promising
for error reduction in both urban and nonurchan areas. The
contractor estimated that, if fully implemented nationwide,
thecse five actions would cut the national case error rate
roughly in half and would oroduce net savings to Federal and
State governments of .about $500 million per year from avoided
payment errors. The contractor reported that the projected
nationwida savings were based on actual historical experiences
of States which have already implemented, in at least some
form, these five actions and are available from implementina
nationwide the most successful and cost-effective existing
State practices, not radical or untried innovations.

The five action stratasgies and their Expecced results,
if imolemanted by all States, follow.

1. Reduce overgue AFDC eligibility redeterminations to
the level of the 15 States with the lowest backlog (under 3
percent). This action would reduce the naticonal case error
rate by 3 percentage points and reduce payment errors by
about $80 million a year at a cost of about $6 million for
overtime of existing staff under a crash program.

. 2. Make client reporting easier by reducing the degre
of difficulty in understanding reporting requirements and
filling out the reporting forms by rewriting documents and
revising procedures. This action would reduce the national
case error rate about 2 percentage points and about 5120
million in erroneous payments conuld be averted.
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3. Raise the skill level of eligibility workers by
reinterpreting an existing Federal reguirement for orienta-
tion training of new workers to mandate substantial classroom
education for them and ctherwise increase nationwide training
activities by 50 percent for a total cost of about $8 million.
This .action would cut the national case error rate more than
1 percentage point and save about $100 million a year in
avoided erroneous payments and reductions in other administra-

tive costs.

Reducing the turnover among eligibility workers using
aporoaches, such as improving the job climate, hiring workers
without college education, increasing promotional opportun-=
ities, and raising salaries, would also help, probably at a
fractional cost of potential costs avoided. If the averade
State turnover rate was cut in half, the national case errot
rate would fall more than 1 percentage point and about $100
million in erroneous payments could be avoided.

4. Adopt program rules, such as consolidated grant stan-
dards and "Flat grant" work expenses, as simple as those in
force in the Statzc with the most simplified rules and proce-
dures. Some simplification would be greatly assisted by Fed-
eral legislation. This action could cut the national case
error rate more than 4 percentage points and savings in avoided
payment errors and reduced administrative costs would amount
to about $150 million annually.

5. Develop selective case management systems in a gen-
eral pattern to vary the intensity of verification, the fre-
quency of recertification, and other administrative resource
allocations so that "error-prone"” cases receive the reguired
resources but administrative funds are not wasted on overly
elaborate nandling of routine cases. Such systems would in-
volve analysis of quality contirol results, development of
computer systems, and restructuring of operational policies.
Implementation nationwide of technology currently demonstrated
by States, such as West virginia, South Carolina, and Texas,
could reduce the national case error rate by about 3 percent-
age points and save about 580 million a year in avoided er-
roneous payments.

The contractor also reported that State-administered
AFDC programs sinewed lower error rates than State-supervised
programs. Converting all State~supervised systems to State
administration would decrease the national case error rate
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about 3 Percentage points and sava about $90 million a year
in payment errors.

OPEORTUNITIES TO LETECT
AND _BETTER PROSECUTE FRAUD

To imsure that applicants do not receive money undeser-
vedly, Wisconsin needs to (1) develop followup procedures to
detect those who apply in more than one county or across State
lines and (2) issue clarifying guidelines on identifying,
investigating, and prosecuting welfare fraud. Milwaukee
County needs to consider increasing the staff of its fraud
squad.

Need for Procedures to
detect multiple apolications

A contractor maintains a computer file for the Scate-
of all persons who have established eligibility for medical
assistance (Medicaid) in Wisconsin. One way to establish
this eligibility is by receiving AFDC, Computer edits in-
sure that an applicant for medical assistance will not be
entered on the Ffile if the applicant is already listed. TIf
the applicant is on file, the contractor notifies the county
where the recipient last applied. Consequently, the medical
a: sistance eligibility file can be used to identify recipients
who may be attempting to obtain duplicate benafits.

The contractor planned to purify the file by removing
duplicate records and eliminating errors in 1978. When this
is accomplished, a list of all AFDC recipients with duplicate
records in different counties will be generated and forwarded
to the counties. After checking county records, a county
agency will be able to determine whether any recipients have
been receiving payments in more than one county and can then
initiate prosecution and collection action.

Currently, Wisconsin does not have procedures reguiring
caseworkers to followup on multiple applicaticns. However,
according to a State official, followup procedures will he
developed and distributed to the counties and the purified
medical assistance file will also be crossmatched against
AFDC benefit files in bordering States to identify any recip~-
ients receiving multiple benefits. Wisconsin plans to do
its crossmatches as soon as the medical assistance file is
corrected and qualified technicians become available.

19
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Need for procedures to
crosecute fraud

Federal regulations (45 C.F.R. 235.110) require, in
part, that States establicsh and maintain (1) methods and
criteria for identifying situations in which guestions of
AFDC program fraud may exist and (2) procedures cooperatively
developed with State legal authorities for referring to law
enforcement officials situations in which there is valid
reason to suspect fraud.

Indiana is aggressively pursuing AFDC recipient fraud
in the belief that to tolerate it is to encourage it. In
1974 the sState advised its county welfare departments to
institute fraud proceedings when they discover a recipient
who failed to notify the agency of a circumstance change
that would reduce or eliminate his/her grant payment. In
addition to the Federal requirements for identifying and
pursuing fraud cases, the Indiana Department of Public Wel-
fare issued guidelines in January 1977 to county welfare
departments and prosecuting attorneys which elaborated on
the identification, investigation, and prosecution of wel-
fare fraud. An Indjana official teld us that AFDC fraud
prosecution has since increased.

Although Wisconsin's AFDC program plan contains the
Federal requirements for identifying and pursuing fraud
cases, no clarifying guidelines have been issued. State
officials said that issuing such guidelines would be a fea-
sible corrective action.

Need to consider increasing

size of Eraud sguad ]

.

Although Wiscoazin does not sponsor a welfare investi-
gative force, Milwaukee County has such a unit in its "fraud
squad.” Financed-totally from county funds,. the squad was
established in 1963, as a division of the county sheriff's
rnffice, to investigate welfare fraud complaints and over-
payments resulting from client errors. It also participates
in special irvestigations, such as crossmatching welfare
rolls with listings of persons drawing unemployment compen-
sation benefits. Four other counties in Wisconsin--Dane,
Kenosha, Racine, and Waukesha--each have one welfare fraud
investigator with a smaller caseload than Milwaukee County's
squad. We did not review these counties' fraud investiga-
tion activities.
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From its inception through calendar year 1977, the
FMilwaukee County fraud squad received 13,490 investigation
recquests from caseworkers, the public, and various county
agencies. It investigated 7,994 cases and identified fraud
of about $4.1 million in 3,052 cases, or 38 percent. (See
. app. VII for a breakdown of these statistics by year.)
buring 1977, the squad Eguné evidence of fraud totaling
. about 3459,000 in 300 of the 736 1/ cases it investigated.
Voluntary repayment was agreed to in 148 cases; the remaining
152 were referred to the district attorney for prosecution.

The district attorney prosecuted 87 recipients, declined
prosecution on 58, and has criminal complaints pending on 7.
Of the 87 individuals prosecuted,

~=73 were sentenced to from 1 to over 5 years probation
and were ordered to make restituticn,

~-3 were jailed and required to make restitution,
~=1 was jailed with no restitution required,
~=2 were granted dismissals, and

--8 were still awaiting court action as of December 31,
1977.

7 Reasons the district attorney gave for declining prosecu=-
tions were: :

--The recipients agreed to make voluntary restitution.

--They did not have prior criminal records, had left
the county, were ill, or were juveniles.

-~He did not believe that prosecution war warranted or
that fraud could be proven.

Because of the extensive amount of work that would have
been involved, we did not identify either how much money was
voluntarily agreed to be repaid on the 148 cases or how much
restitution was ordered to be repaid on the 76 cases or the
amount actually ccllected on these cases.

1/Includes 47 cases involving general assistance, medical
. - assistance, and food stamps.
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he and of 1977 there still remained a backlag of

At & nd o
5,496 cases of which the fraud squad cfficials estimated that
2,000 could be eliminated because the 6-year State statute
of limitations covering fraud investigations had expired.
according to these officials, insufficient stafE has contri-
buted to the large backlog. The number of fraud squad inves-
tigators increased from 2 in 1963 to 10 in 1974. As part of
an overall effort to avoid a tax increase, the county reduced
the squad's staffing level from 10 to 8 deputies, effective
January 1977, even though the number of complaints had been
increasing at a steady rate. County officials estimated it
would take 20 deputies to eliminate the backlcg and keep
currcent.

w G
G

While analyzing vast amounts of financial data to deter=-
mine total collections made by Milwaukee County during 1977
on grant overpayments, we isolated, to the extent possible,
the total collections which directly resulted from the fraud
sgquad's 1977 and prior years' activities. Wwe found that in
<5;7 about 5$208,100 was collected which could be related to
its activities as follows: §$129,700 :hrough voluntary repay-
ments, $61,900 through court-ordered repayments, and 516,500
through automatic grant reductions. An unknown amount, which
couid not be segregated, was also included in the total amount
zollected through automatic granmt deductions.

POTENTIAL FCR GREATER
RECOVERY OF OVERPAZMENTS

Cne of Indiana's revised procedures is aimed at increasing
recoveries of overpayments in nonfraud cases. Indiana has en-
couraged counties to obtain small claims court judgments for
overpayment amounts when recipients either have no available
income or assets or are no longer receiving AFDC. The judgment
allows the county at least 10 years after the recipient obtains
assets or income or goes off the rolls in which to cecover such
overpayments.

gefore June 1977 the Wisconsin Cepartment of Health and

Social Services did not believe it had statutory authority to
require recipients to refund overpayments because the law then
in effect was silent on the matter. State procedures provided
that counties could request that clients make voluntary resti-
tution on overpayments resulting from client-caused errors
because of the possibility that they were willful, either by
automatic grant deductions or cash payments. On overpayments
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resulting from agency-caused errors, coun-ies Wwere to bring
them to the clients' attention but [eR2yments were nat to
be requested, although voluntary refunds would be accepted.

In June 1977 the Wisconsin legislzturs responded to a
tequest from the department by passing a law giving it au=-
thority to collect overpayments, subject to aporoval by the
- legislature of regulations for recovering overpayments which
occur

--because recipients fail to report changes in income
or other circumstances,

--while recipients are appealing agency decisions re-
garding eligibility or grant size, or

--because of agency errors.

The department proposed requlatiors =+o implement the law
in October 1977 but they had not been appraved as of February
1978. Under the propgsal, cverpayments may be recovered from
persens who are currently receiving AFDC payments by reducing
their monthly grants, except that Dersonsg having no earned in-
come will not have their grants reduced unless the overpayment
resulted from fraud. Cash recovery from those no longer on
welfare rolls will still be effected by agreasment, but persons
who do not voluntarily make repayments will be subject to
legal action in the form of a court order to make repayment.

However, the provosed regulations do not provide for se-
curing judgments against recipients who have received over-
payments for reasons other than fraud and who remain on the
rollsy but have no income or other resources. A Wisconsin
official said it would be feasible to amend the proposed regu-
lations to provide for obtaining a court judgment on these
latter cases for collection later when income or zssets be—
come available or the client goes off the rolls.

Although the State sets overall policies for collection
oi overpayments, each county is rasponsible for making the
actual collections. 1In Milwaukee County the business office
of the public aid department is responsible for collecting
and accounting for overpayment refunds caused By elient or
agency error. The State probation department in Milwaukese
is responsible for collecting court-ordered repayments.

by
]

Aruitoxt provided by Eic:



O

ERIC

Aruitoxt provided by Eic:

!

Neither department, hawever, has established formal
collection procedures. The zrobation department waits until
the client has assecs cefore attempting collections. The
collection efforts of the public aid department consist
solely of sending out monthly billing statements .to recip-
lents whose addresses are known. It sends no followup lec-
ters requesting payment nor does it attempt to correct ad-
dresses, other than by reguesting Corrections from case-
workers. The latter actiom is not always effective and can
needlessly tie up the caseworkers' time as the incorrect
addresses can belong to Beople who are no longer receiving
AFCC. The business office could take a more aggressive
approach by contacting other sources, such as the post office,
to attempt to obtain correct addresses for these people.

While its current grant Drocessing system identifies
overpavments resulting from client- and agency-caused errors,
the county has established accounts receivable only on the
client-caused ones. Even though voluntary repayments were
being made by some recipients on overbayments resulting from
agency-caused errors, the totals of the overpayments were not
known. To attempt to ascertain the total amount of overpay-
ments outstanding, we had to review and analyze volumes of
financial data.

We estimated that overyayments outstanding in Milwaukes
County as of December 31, 1977, classified by mnethaod of re-
covery, totaled about $2.6 million as follows:

=

Method of recovervy Amount
S - (000 omitted)

Voluntary cash agreements:

Client errors (note a) $1,463
Agency errors 668

Automatic grant deductions
(both client and agency 7
erLors) 450

Total overpayments 7
outstanding 52,581

a/Includes court-ordered restitutions.
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During 1977 the cauntg public aid department collected
about £644,000 in overpavmernts. (See apw, VIII for the
amount of cvefaayﬂeﬁts collected by the county during the
years 1974-77.) However, it made no effort to ca’le;t over
1.1 million in outstanding overpayments as follows:

Cause Amount

) (000 omitted)
Client errors 5 436
Agenicy errors 668
Total El.l@4

The county did not attempt to collect the S1.1 million
because (1) it did not have current addresses for the clients
who caused errors and (2) under existing procedures, it could
not collect on agency-caused overpayments. Those repayments
which the county received on agency-caused errors were volun-
tary on the clients' part.

ACTIONS WHICH COULD IHPRGV?
ﬁISCDNﬂIN S AFDC PHUQRAH )

Since 1973 Wisconsin's corrective actions haVe substan-
tially reduced its AFDC error rates. Further error reduc-
tion should result from implementing the computer zépartlﬁa
network and the monthly c=cipient reporting policy. The net-
work should raduce agency-caused errors because csunty verson-
nel will not need to individually interpret State policies,
rules, and regulations. Monthly recipient reporting should
reduce client=caused errors by requiring monthly reports to
the State on changes in recipient status. Neither of these
actions, however, will be fully operational until late 1980.

Additional corrective actiods might reduce Wisconsin's

AFLCC case and payment error rates in the meantime. Requiring
all counties to verify client-supplied information, including
income, a step taken by Indiana to reduce its AFDC errors, could
be considered by Wisconsin for implementation if determired to
be cost effective. Wisconsin might also consider the practic-
ability of implementing those applicable cost-effective action
strategies for reducing AFDC errors identified in the recently
completsd HEW-funded study.

In response to a mandate from the State legislature, the
Wisconsin Cepartment of Health and Social Services progposed
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regulations for recovering AFDC overpavments. While the pro=
posed regqulations seem reasonable, an additional provision
implementad in Indiana, involving the use of court judgments,
might be added to strenygthen them,

To help deal with welfare fraud, States should have a
detectior and prosecution program which includes (1) computer
crosschecking of applicants to detect multiple applications
and (2) effective invesﬁigatian, prosecution, and overpayment
collection systems. Although Wisconsin has a medical assist-
ance computer file that includes all AFDC recipients, it has
not required caseworkers to use the file to identify applicants
who may already be receiving payments in another county.

In Milwaukee County, understaffing of the fraud squad
has created a large backlog of suspected fraud cases. Also,
accounts receivable for overpayments resulting from agency=
caused errors have not been established. Having this ac-
counting control would enable the county to keep abreast
of the magnitude of such overpayments, Efforts to recoup
er-oneous payments ‘have been insufficient and will need to
be strengthened to implement the proposed overpayment re-
covery regulations, when approved.

The following actions by the Wisconsin Department of
Health and Social Services could help reduce AFDC errors:

--Require, if cost-effective, all counties to verify
eligibility information reported by AFDC applicants
and regipients, particularly verifying with employers
the income of working AFRC recipients.

=--Revise the employer reports to the State of wages for
unemployment compensation purposes to show earnings by
individual to permit comparisons of recipient-reported
income with employver-reported wages.

-=Evaluyate the cost-effective action strategies for
reducing AFDC errors identified in the recently com-
pleted HEW-funded study and implement, if practicable,
those that are applicable.

The following actions by the State agency could improve
efforts to detect and prosecute fraud:

--Require caseworkers to use the medical assistance

computer file to identify those receiving or applying
for benefits in more than one county.
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--Issue clarifying guidelines to countv welfare agencies
and county prosecuting attorneys to elaborate on de-
tecting, investigating, and prosecuting AFDC fraud.

- The State agency could strengthen the proposed regula-
tions for recovering overpayments by amending them to provide
for tha;n;ng cour t judgménts against AFDC recipients who
remain on aid and have no income ¢r other resources for col-
lection later when the client obtains assets or income or
goes off the rolls.

In com-enting on the first two actions to reduce AFDC
errors, State officials said that:

-=Although no studies had been made, they did not be-
lieve complete verification of applicant ‘information
would be cost beneficial. We helieve a study would
be appropriate to identify those aspects of verifi-
cation that would be cost beneficizl, particularly
verifying incume of working AFDC recipients with
emglﬂyerareg@fted wages.

-=They are considering changing the employer reports
to permit crossmatches. .

The third action to reduce AFDC errors was not discussed

- with Wisconsin officials because the study report was not

issued until after our fieldwork in Wisconsin was completed.

Concerning the actions to deal with fraud, the officials
did believe that it would be feasible to issue clarifying
guidelines to elaborate on detecting, investigating, and pro-
secuting AFDC fraud. Regarding caseworkers' use of the medi-
cal assistance computer file to identify those receiving or
applying for AFDC benefits in more than one county, a State
official said that Eéllawup procedures for identifying multi-=
ple applications using the medical assistance file will be
developed and distributed to the counties. He said that the
purified medical assistance file will also be crossmatched
against AFDC benefit files in bordering States to detzrmine
whether any recipients are receiving multiple benefits.

Concerning the action to improve collection of over-
payments, a State official said it would .be feasible to
amend the proposed regulations to provide for obtaining court
judgments against AFDC recipients who remain on aid and have
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no income or other rescurces for collection later when the
client obtains assets or income or goes off the rolls.

The following actions by the Milwaukee County Board of
Supervisors and County Executive could improve fraud detec~
tion aud collection of overpayments:

-=Increase the staff of the fraud sguad to eliminate
the backlog of cases and to remain current on inves-
tigations of fraud allegations.

--Improve accounting controls by establishing accounts
receivable for overpayments resulting. from agency-
caused errors.

=—When the prcposed overpayment Lecovery regulations are
approved, establish formal collection procedures, in-
cluding periodic followup letters to and personal con=
tacts with recipients to request compliance with agree-
ments to refund overpayments.

Milwaukee County officials genertally agreed, but did not
state what actions they plan to take.

[~ ]
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CHAPTER 4

MAJOR AFDC_PROGRAM OPTIONS IMPLEMENTED BY

WISCONSIN AMD AFDC_CASELOAD CHANGES

Title IV=-A of the Social Security Act and related Fed-
eral regulations specify the mandatory program criteria that
must be included in each State's Aid to Families with Depen=
dent Children plan to qualify for Federal financial partici-
pation in assistance and administrative costs. In addition,
the law and regulations provide brogram options which States
may elect to implement.

We reviewed the act and the Federal regulations which
clarify and interpret the:law to identify program options
available to the States. ;Wisconsin officials also raviewed
the Federal regulations and identified 23 options which they
believed were available to the:State. We considered 12 of
the 23 options to be major because they appeared to have the
most significant impact on the size and/or cost of the AFDC
program in the State. Wiscensin originally adopted all 12
of these options but has since dropred two of them.

Of the 10 options currently in effect, 7 expand the
size and/or cost of the program, 1 restricts eligibility,
1 promotes administrative efficiency, and 1 relieves the
counties of financially contributing to the cost of the
prcyram. Except for the unemployed fathers option of the
AFDC program, che specific impacts of the options imple-
menied by Wisconsin were not available.

MAJOR OPTICNS CHCSEN WHICH
TERD TO_EXPAND THE AFDC PROGRAM

The following seven options selected by Wisconsin tend
to expand the size and/or cost of its AFDC program,

1. Providing AFDC assistance to needy children who are
deprived of parental support because their fathers are unem-
ployed is optional with the States. Wisconsin implemented
the unemployed fathers option in 1971 to relieve some of the
pressures on the non-federally funded general relief proarams
operated at the local level. Federal and State monies are
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now being used to "ffuné this caseload. Between July 1976
and June 1977 the average monthly number of AFDC families
in Wisconsin was about 67,000. Of this number, about 4,800
families, or about 7 percent of the monthly caseload, received
assistance because of the unemployed fathers segment. About
10 percent of total AFDC payments made during this period
ware to unemployed fathers recipients.

2. 1In determiniang the size of an assistance unit and
the corresponding grant amount, States have the sption of
including the needs of any essential person living ia the
same household as the AFDC family group but who would not
be eligible for assistance on his or her own. An example
would be a grandmother whose widowed daughter and grandchild
who are on AFDC live with her. The grandmother would be in-
eligible on her own, but if she provided child care while the
parent worked, she would be considered to be an essential
person. Wisconsin implemented this option more than 20 years
ago and it increases program costs.

3 and 4. Within certain limitations, States have op-
tions as to when assistance must begin and when it must be
terminated. Providing all sligibility reguirements arc mek,
assistance can begin on either the first day of the menth
in which the application is received or 30 days after its
receipt. Since 1969, Wisconsin has been providing assistance
at the earlier date so tvhat administrative processes do nct
prevent an eligible needy person from receiving assistance
in the most timely manner. A State can continue to prcvide
assistance for a temporary time period after eligibility
ceases to exist. Since 1976, Wisconsin has continued assist-
ance to a family for up to 60 days after a spouse is released
from an institution and after an unemployed father becomes
employed until he receives his first paycheck.

Implementation of these options increases program costs.
In the case of the latter option, needy individuals are able
to continue to have an income during a transition period
while the eligibility condition is being overcome.

S. Each State has the option of making protective and
vendor payments to individuals other than a caretaker relative
when the caretaker has shown an inability to manage funds in
the best interest of the child. Wisconsin implemented this
option and it increases AFCC administrative costs.
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6. Each State has the option of disregarding assist-
ance received from other agencies ang organizatiuns as long
As no duplication exists batween items included in the
£.ate's need standard 1/ and items for which recipients re-
ceive payments from other agencies. However, if the items
are included in the assistance bayment because the State
pays less than 100 percent of the need standard, other a-=
dency payments for them can be disregarded. Wisconsin dis=
regards payments from such sources as dgeneral relief, emer-
gency fuel, and vocational rehabilitation agencies because
(1) these payments are necessary to help meet emergencies,
(2) it is beneficial to take advantage of other federally
funded programs, and (3) they enhance the prospects of re-
habilitating an ircapacitated person. This option increases
Program costs.

7. In establishing its need standard, a State may ei-
ther establish a flat amount to meet all identified needs or
individually determine amounts for each need item included
in the need standard. In 1975 Wisconsin established a total
flat grant amount which varies only by family size. Selecting
the flat grant option increased program costs, but such in-
Cfeases are partially offset by administrative savings and
reduced errors in calculating grants.

MAJOR OPTIONS CHOSEN WHICH RESTRICT

ELIGIBILITY, PROMOTE EFFLCIENT
ADMINISTRATION, AND AID THE COUNTIES

Of the following three options Wisconsin adopted, one
restricts AFDC eligibility, one promotes efficient program
administration, and one relieves the counties of a financial
burden.

L ]
l. When determining an applicant's need, the State can
specify the amount and types of real and personal propecty,

including liquid assets (in addition to a home, personal ef-
fects, an automobile, and income=producing property) that can
be retained by the applicant, except that the amount retained
may not exceed $2,000 for each individual recipient in the
case. In 1975 Wisconsin established a liquid asset reserve

l/The need standard is the monthly amount, based on family

" size, which States consider necessary to cover the cost
of essential items such as food, clothing, shelter, and
utilities.
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of $1,500 for an entire family. According to a State offi-
cial, Wisconsin's lower resource limitation reduces the AFDC
caseload¢ and program costs.

2. At the option of each State, additional eligibility
conditions that are not inconsistent with the Social Security
Act can be imposed on applicants for AFDC assistance. Wis-
consin has implemented four additional eligibility require-.
ments which help to promote more efficient AFDC program ad-
ministration. ) j '

(1) A home visit must be made before assistance is
granted.

(2) The AFDC application must be signed in the pre-
sence of a county welfare agency official.

(3) The State and/or the county welfare agency has the
right to recover money from a third party who may
be liable for damages to another party which re-
sulted in=that party receiving public assistance.

(4) The county agency may require a parent to perform
such remunerative work as the parent can do, in
the agency's judgment, without resulting in a de-
triment to the parent's health or in neglect of
the children.

3. In Ffunding the State share of the AFDC program
costs, States have the option of using only State monies
or requiring local governments to share in program costs.
Since 1975, Wisconsin has not required local funding of
assistance or administrative costs.

1. Assistance may be provided to individuals between
ages 18 and 21 if thev are regularly attending any type of
school or are receiving vocational or technical training.
Wisconsin stopped providing assistance to individuals 18
and over in 1969. This reduces the number of individuals
receiving assistancae and program costs.

, 2. Providing emergency assistznce to needy families
with children as specified in the Souial Security Act is
optional with the States. At one time, Wisconsin partici-
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pated in the federally-supvorted Emergency Assistance Fro-
gram but withdrew from the program in December 1975 because
of a court decision holding that the scope of Wisconsin's
program was too limited. After withdrawing from the Federal
proyram, Wisconsin decided to continue its limited emergency
assistance program for eligible people who are victims of
fire, flood, or natural disasters with its own funds. Since .
Wisconsin now funds its own emergency assistance program,
this reduces AFDC program costs.

) CHANGES IN WISCONSIN'S AFDC

976

HEW statistics show that the average monthly number of
Wisconsin AFDC families increased between calendar years 1966
and 1976 from 11,239 to 64,400, or an increase of about 473
percent. The largest annual percentage increase (32 percent)
occurred between 1970 and 1971 which a Wisconsin official
said was due to poor economic conditions. Details of case-
load growth are shown in the following table.

__Annual increase

[P —— —

Calendar Average monthly Number of
year number of families families Percent

1966 11,239 - -
1967 13,733 2,494 22
1968 17,850 4,117 30
1969 21,325 3,475 19
1970 23,742 2,417 11
1971 31,423 7,681 32
1972 39,839 8,416 21
1973 42,888 3,049 8
1974 - 47,600 4,712 11
1975 57,900 10,300 22
1976 64,400 . 6,500 11

HEW figures for the first 6 months of 1977 show that the
average monthly number of AFDC families was about 69,300,

A State official said that Wisconsin's AFDC caseload
has grown because cf various lejislative, social, and eco=-
nomic changes which have taken place during the last few
years. According to this offizial, two major legislative
program changes have contributed to the increased number
of AFDC families: (1) as previously stated, the implemen-
tation of the optional provision of assistance to children




whose fathers are unemployed and (2) as will be discussed
in chapter 5, the implementation of the mandatory $30 and
one-~third income disregard work incentive provision.

The official also cited the following circumstances
as probable causes for increases in Wisconsin's total AFDC
caseload: —({1) providing AFDC benefits to families with step-
fathers in the home, (2) the increase in recent years in the
number of unmarried mothers receiving assistance, and (3) the
rising unemployment rate in the State which has forced people
to look to welfare for support when their resources are used
up.

WISCONSIN AFDC RECIPIENTS
UNDER AGE 18: 1972-76

As requested, we attempted to determine the percentzge
of Wisconsin's population under age 18 who were AFDC recip-~
ients during 1972-76. Census information ¢n the school-age
population in Wisconsin was obtained frop the Cepartment of
Public Instruction and is considered by State oifficials to
be the best available. However, this data included children
through age 19. The State compared the census data to statis-
tics on recipients through age 17 obtained from its quality
control random samples of AFDC cases. The results are shown
below.

Census figures Quality control figures
Year through age 19 through age 17 Percent

1972 1,562,632 93,140
1973 1,537,219 96,043 .
1974 1,501,748, 105,493
1975 1,485,771 116,515
1976 1,450,513 124,308

LYoo =R R e ]

As shown, the percentage of Wisconsin's school-age pop-
ulation who were AFDC recipients increased about 3 percent
between 1972 and 1976. The percentage may be somewhat under-

stated because the census figures include 19-year olds. Sta-
tistics obtained from a 1977 Congressional Research Service
paper on current welfare program data showed that 9.67 per-
cent of Wisconsin's children under age 18 were AFDC recipients
in July 1976.



CHANGES IN THE NATIONAL AFDC
CRSELOAD BETWEEN 1084 AND 1576

HEW statistics show that the average monthly number of
AFDC families nationwide increased between calendat years
1966 and 1976 from 1,087,532 to 3,563,500, or an increase of
about 228 percent, During this same period, Wisconsin expe~-
rienced’a 473 percent increase in its AFDC caseload, which
was the fifth highest percentage increase of the States, the
District of Columbia, and the territories. (See app. I.)

The number of AFDC families nationwide each month terds
to be a dynamiec and ever-changing figure because it is af-
fected by complex variables which work together in different
ways to cause the subsequent caseload trends. Since the in-
ception of the AFDC program, the caseload has continued to
rise. The growth rate, however, has fluctuated, being more
stable during some time periods and more erratic during
others. L

In general, the growth of the nationwide AFDC caseload
has resulted from several factors over the years such as:

(1) demographic changes=-child pocpulation increases, mobility,

and migration, (2) economic changes--rising standards of
living and unemployment rates, (3) sociological changes-=
increasing teenage marriages and more broken homes, and (4)
administrative, judicial, and legislative program changes.

One of the major contribusors to the increase in the
national AFDC caseload during the last decade was the imple-~
mentation of tue legislatively mandated income disregard
provision which requires the States to disregard the first
$30 plus one-third of the remainder of recipients' monthly
earnings when determining the amount of assistance that a
family with earnings would receive. The provision was in-
tended to function as a work incentive. However, it has
allowed more families to continue to receive assistance in
cases that normally would have been closed because of higher
incomes. A related factor, the legislatively mandated dis-
regard of reasonable work-related expenses from earned income
before calculating the grant amount, has also contributed to
the sustained caseload and assistance cost iacreases. These
factors are discussed more fully in chapter 5.
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CHAPTER 5

EFFECTIVENESS OF THE AFDC PROGRAM

INCOME DISREGARD PROVISIONS

The Aid to Families with Dependent Children program is
one of several assistance programs which have some type of
work incentives to stimulate recipient employment. Since for
practical purposes in the AFDC program, work incentives refer
to income discegards, they are used interchangably in this
regort.

A number of studies of the impact of the AFDC income dis-
regard provisions on recipient work response provide some evi-
dence that recipient employment rates in the areas studied did
increase as a result of these provisions. However, the studies
also found that recipients did not work themselves off the wel=
fare rolls, the major intent of the incentive provisions, which
resulted in increased caseloads and program CoOsts.

Our samples of working AFDC recipients in California and
Wisconsin sHow essentially the same result. The AFDC program
income disregards are not achieving the major intended purpose
as envisioned by the {*ngress in either 5State.

The weaknesses of the current AFDC income disregards have
been widely recognized. Some 17 bills, which in part would
change these provisions, have been introduced in the 9%5th Con-
gress, but final action had not been taken on any of them as
of May 1978. We tested the effect of the provisions of one,
the President's welfare reform proposal, on selected AFDC cases
in California and Wisconsin and found that welfare grants
would generally be reduced or eliminated.

ENACTMENT. OF AFDC
RORK_INCENTIVE

In the Public Welfare Amendments of 1962 (Public Law
87-543), the Congress enacted several provisions designed
to help reverse 'the-increasing AFDC caseload trends by en-
couraging employment activity among AFDC recipients. By
authorizing a wide Fange of social services and training,
the Congress attempted to help families achieve self-supovort

or self-care and to maintain and strengthen family life.
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In addition, the 1962 zmendments provided that effec-
tive July 1, 1963, any expenses reasonably attributable to
the earning of income had to be considered in all States
when determining need and the amount of the assistance pay=-
ment for a working welfare recipient. This did reduce some
of the financial burden placed on a working recipient, but
after the recipient's income was reduced to consider reason-—
able work-related expenses, the remaining income was applied
dollar for dollar against the welfare grant.

By 1967, the Congress became extremely concerned with
the rapidly increasing numbers of people on the welfare
rolls, the increasing costs to the taxpayers associated
with this caseload growth, and the fact that more fan.lies
had not achieved independence and self-support since the
enactment of the 1962 amendments. Therefore, the Congress
believed that further and more definitive action was needed.

The Social S=curity Amendments of 1967 (Public Law 90~
248) were enacted with the firm iatent of reducing the AFDC
rolls by restoring more families to employment and self-
reliance, thus reducing the Federal financial invalvement
in the program. The changes included a requirement that
all States have an earnings exemption to provide incentives
for work by AFDC recipients, allowing recipients for the
first time to keep a portion of their earned income. This
provision, effective July 1, 1969, requires that the first
$30 2 month of the total earnings of a child who is not a
full or part-time student and of any other individual in
the house whose needs are considered in determining the AFDC
grant, plus one-third of the remainder of such monthly earn-
ings, must be disregarded in computing the grant amount. 1In
additic , the work-related expense deduction established by
the 196 amendments wasecontinued.

The Congress believed that the key element needed in a
program of work and training for assistance recipients was
an incentive to take employment and to increase their earnings
to a point where they become self-supporting. If all ‘the
earnings of AFDC recipients are deducted from their assistance
pPayments, they have no gain for their effort. Before imsle-
mentation of the income disregard provision, AFDC recipients
in many States had the amounts of their wages directly apvlied
against their welfare grants, reducing them dollar for dollar.

The intent of the Congress in establishing the inccme
--disregard provision was two-fold:



1., To creats an incentive which would encourage AFDC
recipients to cbtain employment and increase their
earnings.

2. To reduce the AFDC caseloads and related costs as
the subsequent increases in AFDC recipient employ- .

‘ment and earnings became substantial enough for
them to become seﬁfﬁsuﬁfisient and self~supporting.

RESULTS OF STUDIES ON THE IMPACT
OF THE INCOME DISREGARD PROVISIONS

To assess, to the extent passible, whether the inccne
disregard provisions have met the intent of the ang:e%s, we
reviewed five studies which had the objective of measuring
the impact of the income disregard provisions on the work
response of AFDC recipients. We selected these studies after
discussions with an-HEW official knowledgable on this issue
and consideration ofZinformation obtained through a litera-
ture search of the issue. Although other studies exist which
address this issue to some degree, the five studies chosen
for review were deemed to be the most comprehensive and sig-
nificant which dealt directly with the impact of the income
disregard provisions. The studies reviewed were:

1. A study of the Impact of the Income Disregard: Final
Report. Prepared by InterStudy, November 19753,

2. Effects of a Financial Incentive on AFDC Employment:
Michigan's Experience between July 1969 and July 1970.
Prepared by Gary Lou.is Appel, Ph.D., March 1972.

3. Welfare Work Incentives-The Earnings Exemption and
Its Impact upon AFDC Employment, Eacnings, and PFro-
gram Costs. Prepared by Vernon K. smith, Michigan
Department of Social Services, 1974.

4. The Effects of Changes in the AFDC Program on Effec-
tive Benefit Reduction Rates and the Probability of
working. Prepared by Pcuglas L. Bendt, Mathematica,
Inc., Policy Studies Group, August 5, 1975.

5. Effects of the Earnings Exemption Provision upon the
Work Response of AFDC Recipients. Prepared by Na-
tional Analysts, Inc., May 1972.
Studies 1, 4, and 5 were funded by HEW. The others had ro
Federal funds.
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A detailed evaluation of thesa studies was not ncssible
due to time constraints and their shecr volume. Accordingly,
wé concentrated our review on the methodological data pre-
sented in the studies in relation to the findings and did
not attempt to obtain the original raw data used by the re-
searchers. (See app. IX for a summary of each study.)

S;udzﬁc;qclusiggs

) Three of the five studies reviewed concluded that em-
ployment rates among AFDC recipients did increase in the
study areas during the periods studied, thereby accomplishing
one intent of the income disregard provisions as envisioned
by the Congress. These studies stated that the increases in
AFDC recipient employment rates which occurced seemed to be
due: in varying degrees, to the effects of the income disre-
gard provisions. The fourth study offered only weak support
for the hypothesis that the prormortion of working AFDC moth=-
ers increased during the study period. Some States inciuded
in this study showed consistent and significant increases,
while other States showed decreases. The fifth study, which
concentraced on AFDC recipients' awareness of the income dis-
regard provisions, found that employment rates significantly
increased in only 1 of the 12 areas studied during the study
period.

Three studies found that the average monthly earnings of
some of the employed AFDC recipients increased during the re-
spective study periods, althcugh the increases could not be
directly related to the work incentive provisions in all cases.
The other two studies did not specificilly address charges in
recipients' average monthly earnings.

Despite some increasec in employment, all the studies
basically came to the same general conclusion that the income
disregard provisions did not succeed in causing welfare recip-
ients to become so self-sUfficient and self-supporting that
they were able to terminate f:om welfare. That is, the provi-
sions did not result in reducing AFDC caseloads and costs, the
major intent as envisioned by the Congress. There was an in-
crease in the level of income which a recipient could earn and

: still maintain eligibility for AFDC. Therefore, it was more
difficult and unlikely for an AFDC recipient to work -his or
her way off welfare.
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Study limitations

In each study reviewed we noted limiting factors. Some
of the limiting factors were the size of the AFDC populations
studied, time periods covered, f»‘lure to assess recipients!
attitudes and awareness concecsning the work incentive provi-
sions, and limitations in the data used. However, none of
the individual sctudy liﬁitatiéns cast serious doubt on the
validity of the overall lconclusion that, in the areas studied,
the income disregard provisions did not reduce welfare case-
laads and costs as intended by the Congress.

We believe differences among State AFDC Drogram opera-
ticrns make it difficult to generalize the results of these
studies to the Nation as a whole. Each State's adriniscra-
tive practices, benet‘: levels, employment opportunities,
Ereatment of work~related expenses to some extent, and ovar=-
all welfare philosgphies differ. Also, it has been shown
that activities in ‘individual counties within a State can

differ. Further, AFDC recipient attitudes toward work are
difficult to measure accurately in z complex environment.

Besides reviewing these studies, we obtained direct
evidence of the income disregard provisions' impacts by
making limited reviews in California and Wisconsin. By se-=
lecting and examining recent cases of working AFDC recipi=-
ents in one county in each State and by analyzing available
broad-based caseload data in each State (discussed on the
following pages), we conclude that the income disregard pro-
visions of the AFDC program are not fully achieving their
purposes in either State. We have no reason to believe that
the -esults of a comprehensive review of this subject in
either State would be significantly different from the re-
sults indicated by our tests, which are similar to those
teported by the studies we reviewed.

EFFECT OF INCOME DISREGARDS

ON CALTFORNIATS AFDC_FROGRA

Based on a statewide random sample conducted by Cali-
fornia of its AFDC~Family Group cases receiving assistance
in July 1976, the results of which were projected statewide,
59,373 of the 412,310 total AFDC-Family Group cases (14.4
percent) had some earned income in July 1976. Of the cases
with earned income, out 77 percent earned less than §500
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during the month. However, 1,247 cases, or about 2 percent,
had earned incomes of 5800 or more during this month,

To determine how recipients with earnings of $800 or
more per month could continue to receive AFDC assistance, we
obtained from an AFDC office in Contra Costa County a list
of 32 cases which had monthly incomes rangina trom $800 to
$1,694. We reviewed the files of five of chege cases to de-
termine how this situation could occur. The following table
shows the monthly income, the income disregards applied, and
the grant amounts awarded for the five cases.

r

AFNC Cases with Substantial Incomes

oy

L

(1) (2) (3) (4) (3) (6) (7)

Incone disregards

’ Income
Work- not dis- Grant
Monthly 530+ related Total Max., regarded awarded

income _1/3 expenses (2)+(3) grant (1)-(4) (5)=(6)

2
n
]
el

1 51,589 $34% § 8L9 $§1,368 5423 5221 3

02

fud

%]

2 1,513 524 1,018 1,542 356 0 356
3 925 329 511 840 356 86 270
4 1,156 405 238 643 543 5113 30
5 835 298 3LE 614 356 221 135

Based on our review of the above cases, it appears that
the disregard for work-related expenses was an important fac-
tor in allowing recipients to continue receiving grants. For
example, in case $2, the recipient's 51,018 in work=related
expenses was the primary reason *she was able to disregard all
of her $1,513 income and still receive a full $336 grant for
herself and her two children. Her work-related expenses con-
csisted of (1) union dues, social security, and State and Fed-
eral tax deductions totaling $439, (2) transportation expense
of $359 1/, and (3) child care expenses of §220. «

1/Computed based on a commute of 126 miles a day at 15 cents
~ per mile for 19 days.
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EFFECT OF INCOME DISREGARDS

ON WISCONSIN'S AFDC PROGRAN

According to a State official, Wiscensin does not main-
tain statewide statistics on tne numoer of AFDC recipients
with earned income. However, the official said thar, based
on statistiecs obtained during the AFDC quality contfal re-
views in Wisconsin, the percentage of recipients with eatned
income ranges from 23 to 28 percent of the total caseload,
with the average being around 25 percent.

In addition, information obtained for November 1977
tﬂfaugh Wisconsin's computer reporting network, whose data
base contained 4,371 cases from Wood, Kenosha, and Dane
Counties, showed that 1,324 or 30.3 percent of the cases
had earned income., Of these, 17 had incomes betwaen 51,000
and 51,253 per month and 1 had an income of 51,788 tor the
month. If this is an aduquate sample to bhe projected state-
wide (State officials indicated that this has not yet been
verified), 200 to 215 AFDC families in Wisconsin would have
incemes between $51,000 and $1,233 a month.

To obtain more information on the"effects cf income
disregards on Wisconsin's AFDC cases, we obtained estimates
prepared by Milwaukee County of its July 1977 AFDC cases
having earned income from wades (projection based on June
1977 actual data). The distribution of the casas for this
period was as follows:

Number of
cases ] Farcent _

Total caseload 22,326 100.0
Cases with wage income 4,569 20.5 ' 100.0
$ 1 -5 99 lgz2 4.0
100 - 199 407 8.9
200 - 299 556 12.2
300 - 399 740 l6.2
400 - 399 1,027 22.5
500 - 599 800 17.5
600 - 699 511 11.2
700 - 799 229 5.0
800 - 899 ' 78 1.7
900 - 999 a/ 39 .8

a/Due to computer program design, cases with earnings over
" 5999 per month are counted in this distribution.
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As indicated, 20.5 percent of the total county caselead had
earned inccme from wages. Of the cases with earned incoge,
63.8 percent earned less than $500 for the month, 33.7 per-~
cent earned between $500 and $800, and 2.5 percent earned
$800 or more. o :

We then reviewed 16 case files for families having
earned income who were also receiving AFDC assistance dur ing
August 1977 as follows: 5 cases with earned income greater
than $900, 3 cases with earned income between $800 and $899,
and 1 case with income in each $100 strata ranging from $0
to $799. We reviewed August cases because in July 1977 the
State's work-related expense deduction bercentage was changed
from a flat 21 percant to 18 percent of dross incema. Since
the 18 percent work-expense deduction did not become effec-
tive in Milwaukee County until August 15977, we believed that
the August caseload would be more representative of the cur-—
rent situation in the_county ard would still be close enough
to the overall Statistical data obtained for July 1977.

The results of the cases revieyed are presented in the
following table.



Years on B 7
Case AFDC/years Monthly $30 + 1/3
earnings excmption 183

no. working

Work-related
_expenses

-

11/6
4/4
B/4
1/5
8/5
B/4
5/4

19/10
9/4

10 1/

11 5/4

12 5/5

13 11

14 14/l

15 10/1

16 8/3

LN RN T < TR T T

Averages for the 16 cases:

$1,029
1,013
935
909
905
844
837
836
788
656
508
¢/500
~ 339
203
100
80

1.7/4.2

$363
358
332
323
322
301
299
299
283
218
189
187
133
B8
53
47

$185
182
168
163
a/Li8
7152
151
150
142
b/138
o9l
90

61

31

18

14

Child

care exenption size

$352
276

100
113
137
226

81
211
100
167

Total

Non~-

Family Maximum exempt Grant
' income awatrd

qrant

$900
816
500
286
643
590
076
449
506
607
380
444
194
125
71
61

[P TP R PR O LTI T PR .~ SR T S R e LT oo R PR RN ]

3.6

a/Itemized taxes which exceeded 1§ percent of gross earnings.

h/Bquals 21 percent of gross earnings because

= July 1977 policy change to 18 percent.

" ¢/Rounded up from $499.97.

[\
DU

$508
371
631
549

11 E
Ji

17
37
442
371
508
315
in
in
315
3N
3N

$129
197
435
323
249

254
161
387
282
48
128
56
145
18
29

19

client was not timely notified of

$379
174
196
226
51
117
210
55
89
460
187
315
226
237
342
352
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As shown in tha table, the 16 cases remained on the

AFDC rolls even thouch they sll had monthly earnings. Case
#1 shows that even though the family had earnings of 51,029
for the month of August 1977, 5900 oy 87 percent of this in-
come was disregarded due to the $30 and one=thirgd axemption
plus the work-related expense deduction. Because of the dis-
regards, this family was still able to receive an AFDC grant
of $379 for the month.

As an additional analysis, we applied the current AFDC
work incentive provisions to earned income in Wisconsin,
assuming that work-related expenses except child care would
not exceed 18 percent of monthly earned income. The foellowiig
table shows for given amounts of allowable child care costs
our calculation of the theoretical earned income levels at
which the AFDC grant would be zero. :

Earned income amount

Monthly child at which AFDC grant is zero

care costs ‘Monthly ) Annually
e i s Sgﬁgii e e e

§ 0 $ 949.25 $11,391.00
100 1,154.72 13,856.558
200 1,360.18 16,322.17
300 “1,5€5.65 18,787.76

™

Both State and Milwaukee County personnel said that the
income disregard provisions have not been successful in re-
moving recipients from the AFDC rolls. State officials are
aware of this situation and indicated that other alternatives
to the work incentive problem are being considered in Wisgon-
sin which would better meet the State's program needs and
would help simplify program administration, but provided no
details. . B

LEGISLATION PROPOSED TO
CHANGE THCOHE DISREGARDS

The weaknesses of current AFDC income disregard provi-
sions have been recognized by program officials and by the
Congress. Some 17 bills, which in part would change the in=-
come disregard provisions, have been introduced in the 95th
Congress, but final action had not been taken on any of thenm
as of May 1578. -
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To determine the effect of the provisions of one of
these proposals on welfare grants, we selected the provi-
sions of the President's welfare reform proposal and applied
them to selected cases in California and Wisconsin. This
proposal, entitled the “Better Jobs and Income Act" (H.R.
9030 and S. 2084), was introduced on September 12, 1977, to
consolidate three existing Federal welfare pPrograms~-AFDC,
Supplemental Security Income, and Feod Stamps-—into one cash
assistance program and to |provide for public service jobs iE
private ones could not be found. Current income disregard
provisions would be replaced by a comprehsnsive pcogram rce-
guiring that able~bodied recipients work and providing new
financial work incentives. 1/ )

The proposed income disregards vary as described below: 2/
For family units expected to work

!
-=a basic monthly disregard of $316.67 (however, there
is an offsetting grant reduction of $158.34);

=-child care costs for family units with children under
age l4, limited to 5150 a child per month and 5300 a
family unit per month; and

=~30 percent of earned income in excess of the basic
disregard and child care costs described above.

For family units not expected to work

~~child care costs as described above and

1/Basically, work would be required of able-bodied recipients

- who do not have to care for deperdents. For example, the
adult in a single~parent family with a child under age 7
would not be required tov work, whereas an adult in a single-
parent family with no dependents under age 7 would have to
register for and accept work or training if it were avail-
able to avoid a grant reduction,

2/These are the disregards for recipients rereiving Federal

" benefits only. In States which supplem2nt Federal benefits,
recipients’ grants may be reduced by increased percentages
of earned income-~~by not more than 70 cents on the dollar
Eor those not expected to work and not more than 52 cents
on the dollar for those expected to work.
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3
--50 percent of earned income in excess of child care
costs. .

To determine the potential impact of the welfare reform
income disregards, we applied them to the five substantial
income cases we reviewed in Contra Costa County, California.
In our analysis, we assumed that (1) the l-month income used
as 2 basis for computing current income discegards would he
the average for the proposed 6-month retrospective accounting
period, (2) the State would supplement the proposed Federal
benefit levels to current AFDC grant levels, and (3) the
State would allow a 50 percent income disregard rate. We
found that none of the cases would receive grants under the
Proposed Better Jebs and Income Act. The elimination of worke
related expenses as a disregard was a significant factor in
eliminating the grant awards.

We also applied the welfare reform income disregard
provision to 26 other current Contra Costa County AFDC cases
which generally had more mederate monthly incomes--an average
of $540. As a result, recipient grants were reduced in 21
cases, eliminated in 4, and remained the same in 1. The 26
grants were reduced an average of 583 each. In the nine
cases where the grant was reduced by $100 or more, the aver-
age gross income was $76 more and work-related expenses were
$97 higher than the average.

In addition to eliminating the grants to AFCC recipients
with substantial incomes, it appears that the proposed welfare
reform legislation would reduce the grants of those with more
moderate incomes. Further, the reduction in grants would be
dreater for those recipients who claim higher work-related
expenses.

Wa also applied the welfare reform income disregards to
the 16 cases selected in Milwaukee County, Wisconsin, under
the same assumptions used for the California cases. As a
result, recipient grants were reduced by about $24 to 3311
in 15 cases, and eliminated in 1 case. As in the California
cases, the elimination of work-related expenses as a disregard
was a significant factor in elimidating the grant award in the
one case.

As can be seen, recipients have legally remained on wel-
fare while earning substantial incomes, largely because of
the combined effect of these two income disregard provisions.
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APPENDIX I

CHANGES IN WISCOMSIN'S AFDC CASELOA

APPENDIX I

BETWEEN CALENDAR YEARS 1966 AND 1976

COMPARED WITH ALL OTHER JURISDICTIONS

Jurisdiction

New Hampshire

South Carolina

District of
Columbiza

Guam

WISCONSIN

Michnigan

Virginia

Ind iana

Oregon

Hawail

Vermont

New Jersey

Texas

Georgia

Arkansas

Illinois

Okio

Massachusetts

Maine
Nevada
Delaware
Washington

Virgin Islands
Missouri
Fennsylvania
Tennessee
Connecticut
Maryland
Kansas

Alabama
Kentucky
¥innesota

(1)

Average
monthly
caseload
for 1966

(2) (3) (4)

Average - Percentade
monthly Increase/ increase/
caseload {decrease) (decrease)

for 1976 (2) = (1) (3) = (1)

1,214
6,667
4,757

11,239
37,881
11,271
115239
8,386
3,525
1,531
29,043
21,799
21,097
7,650
53,189
44,867
27,638
54158
1,379
2,903
14,159
321
25,999
58,121
20,573
12,913
21,973
8,357
17,179
21,228
14,4861

8,600
45,200
31,200

7,386 608
38,533 5178
26,443 556

- 200 752 508
64,400 53,161 473
208,100 170,219 449
59,300 48,029 426
57,900 46,661 ° 415
40,400 32,014 182
16,600 13,075 371
7,200 5,669 370
136,100 107,057 169
102,690 80,201 168
94,100 73,003 346
33,600 25,950 338
229,300 176,111 331
189,800 144,937 323
116,400 88,762 321
19,900 14,742 286
5,000 3,621 . 262
10,200 7,297 251
49,300 35,141 248
1,160 779 243
88,800 62,801 242
198,000 139,879 241
68,600 48,027 233
42,500 29,587 229
72,300 50,327 229
26,500 18,143 217
53,000 35,821 208
65,500 44,272 los
44,600 30,139 208
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(1) {2) (3) {4)
Average Average Percentage
monthly monthly Increase/ increase/
casélnad caseload (decrease) (decrease)
Jurisdiction for 1966 for 1976 (2) = (1) (3) = (1)
Montana z,085 6,400 4,315 207
Alaska 1,305 3,900 2,595 199
California 159,706 468,100 308,394 193
Iowa 11,083 31,000 19,917 180
Rhoce Island 6,252 17,000 10,7438 172
Louisiana 24,684 67,000 42,316 171
New York 140,064 373,000 232,936 166
North Carolina 25,971 68,800 42,829 165
Mississippil 20,833 54,000 23,187 159
Colorado 12,500 32,200 19,700 158
Idaho 2,601 6,700 4,099 158
South Dakota 3,262 = 8,300 5,038 154
Nebraska 4,646 11,600 6,954 150
Florida 31,823 78,500 46,677 147
New Mexico 7.,600 18,400 10,800 1432
Utah 5,500 12,600 7,100 129
North Dakota 2,036 4,600 2,564 126
Wyoming 1,125 2,400 1,275 113
Arizona 9,665 19,200 §,535 99
vest Virginia 21,906 21,800 {106) (.5)
Puerto Rico 45,134 43,900 (1,234) {3)
Average~3ll 1,087,532 3,563,500 2,475,968 228
49
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APPENDIX II APPENDIX II

CQMPARISDN DF‘

WISCOMSIN'S CHILD SUPPORT COLLECTIONS

WITH OTHER STATES IN HEW REGION V

AFDC dollar collections fiscal year 1977

Rank First Second Third Fourth

State (note a) quarter guarter guarter guarter Tgtal

B o ﬂe-s—s=—=§§;a—=(thcusands)=ﬁs—éaé-s -----
Michigan 1 $14,216 $16,027 $17,119 b/$17,000 $64,362
Ohio 7 4,948 3,939 5,643 4,942 19,470
Wisconsin 8 4,313 4,237 5,278 5,554 19,382
Minnes=sota 10 2,632 ‘2,955 2,778 2,917 11,283
Indiana 1z 1,757 1,887 2,130 2,047 7,821
Illinois l4a 1,542 1,867 2,241 2,134 7,784

Numbet gifAEDQV:aseg;zg;;écﬁgéAga
First Second Third Fourth
quarter ~ guatter  guarter quarter
Miéhigaa 54,160 54,160 56,769 E/SE,DPQ
Chio 56,561 33,992 52,333 47,227
wisconsin 14,467 13,522 14,263 17,444
Minnesota 12,163 14,723 14,804 16,059
Indiana (c) (e) () (c)
Illinois 18,000 b/18,600 22,300  b/21,200
50
b




AFPENDIX II APPENDIX II

a/National ranking by total ACDC child supgort collections.

E/Estimage-

¢/Information not available.

GAQ note: Because the HEW statistics did not show the total
number of child support orders and their dollar
amounts outstanding as of fiscal year 1977, a )
State's collecticn performance cannot be evaluated.

Source: HEW's Office of Child Support Enforcement
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WISCONSIN PARENT LOCATOR SERVICE-
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EROM COUNTIES AND OTHER STATES

BY MONTH FOR 1976 AND 1977

onth | 1976 1977

January 324 45¢C

March 362 497

April - ! 380 251

J\ !
=
[ 1]
[R]
i
K
[y

day
June 328 462

July 402 324

L
™)
o

August 393

]
=
.

September 369

B
e
o

October . 437

M\
ae]
[

November 569

%]
[t
hosd

December _ 523

!
{

Total §£l§£

,v—l
‘%
1

~J

GAO note: wWisconsin sent 236 requests to the Federal Parent
Locator Service in 1976 and 2,908 inm 1877.
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AFPENDIX IV APPENDIX IV

AFDC CAEES WITH ERROERS

AS A _PERCENT OF TCTAL CASES

JANUARY=JUNE 1977

Percent

Total cases.

Rank with errors Ineligible Overpaid Underpaid

(note a) Jurisdiction (note b) cases cases cases

Nevada 1
No. Dakota 3
Indiana 6
1
2

fexas 11
Oklahoma 1:
Weast Virginia 1
titah 13.0
California 13.9
Colorado 13.9
Kentucky 14.5
New Mexico 14.7
washington 14.9
Florida 15.4
Alabama 15.9
Connecticut 16.7
Louisiana 16.8
So. Dakota 17.0
Hinnesota 17.2
Tennessee 17.3
WISCONSIN 17.7
Ohio 18.5
Nebraska 18.56
khode Island 15.9 .
Wyoming 19.2
Georgia 19.3
Idaho 19.3
Virgin Islands 19.3
Kansas 19.5
Missiszippi 15.7
Virginia . 19.7
Missouri 20.1
Arkansas 21.4
New Jersey 21.9
Sa, Czrolina 22.0
No. Carolina 22.1
Vew Hampshire 24. 4

LY = v R i T RN PN

v
DD O~ D Wb O O O d O T WD WD e O3~ O B O B AT RO D g

—
-

. % o ox ow
[ —
O wbe OO O L0 ~J 00 D~ AL B 00 O DD T w00 0~ T T e B

.
o

-

bt O WD D S DN T e L b b S D D ~d O L e L B O

L

'
[T

ad Pl e WL T O
5 s o m e W o w s m
LECE R = O O P B PR I N O e QR 6 S N o o O o T ol e SR S R S S Y R MG Y SRR 7 N L O O RS O 3 o O W

]
{9 R P R PN R o T i T T T S N o WP N T R T S R T

o' hadt ot
oy 20 Wy % -
o
(%]

8‘;1 . :

WA AT e A B e L B L B R B LT B B B N B b s s PO RO Y B LD B e B L

Lol Yo e VLR VR ey R oe BN LN JE N R AN B R o B ¥ e R ol s N BT F AT N e Re R RN l‘u’l Cl L "ﬂ LI



APFENDIX IV

Rank
(rote e)

Percent

APPENDIX IV
!
|

Jurisdiction (note

37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53

W

Maine
Arizona
Puerto Rico
Oregan
Iowa
Massachusetts
Montana
Michigan
Delaware )
Vermont 29.
Pennsylvania 30.
Maryland 31,
Alazka - 2.
Iilinois a 33.
Hawaiil B 37
New York 38.
District of
Columbia 45,

W e w

Bl g B D D D B D B

oo IESNRC SEURE o W T T W Ry

. . - »
WO D O el B WD L~ D D T T B

L]

Average-all 22.9

cases
e

P S Rad o D O T D0 W LR DD WY S e D O
[] L) - L] L] [] L]
[ % e B O N e Ry iy T O T~ SN T o ¥

It

cases cases

15.5
14.3
14.3
16.3
15.4
14.5
14.4
16.2
1¢.1
14.0
1¢.3
14.4
11.5
17.3
20.7
2G.3

] -
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h/The total does not alwavs egual tne sum of the columns
= Gue to rounding,

Source:

HEW's Social Security Administration, Office of

Quality Assurance.
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ERRONESUS PAYMENTS AS A

PERCENT OF TOTAL AFDC_PAYMENTS

JANUARY=JUNE 1977

Percent

T Payments to
inel igibles and

Rank overpayments Payments to Over= Unde ¢~
(note a) Jurisdiction (note b) ineligibles payments payments

Nevada

No. Dakota
Indiana

Utah
California
Idaho

New Mexticc
Oklahona
West Virginia
WISCONSIN
Colorada
Nebraska

So. Dakota
Alabama
Minnesgota
Rhode Is!and
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1
5
7
8
4.8 1
5.3 3
5.4 2
5.8 2
; 5.8 2
17 No. Caroclina 6.0 . 3.3 1
18 Texas 6.0 . 2.6
19 Connecticut 6.3 4. 2.0
20 Oregon 6.3 2. 4.3
21 New Hampshire 6.7 : 1. 3.0
22 Virgin Islands -6.7 * 3. 2.0 1.
23 Florida 7.0 4. 2.8 .
24 Washington 7.1 5. 1.5 .
25 New Jarsey 7.2 2. 4.7
26 Tennessee 7.2 5. 2.1 1.
27 Kentucky 7.3 4, 2.8 .
28 Mississippi 7-4 4.6 2.8 l.
: 29 Virginia 7.6 3.9 3.7 l.
30 Kansas 7-7 4.5 3.2 .
31 So. Caroiina 7.8 3.9 4.0 1.
3z Wyoming 7.8 4.6 3.1 .
33 Iowa 1.9 4.2 3.7 .
. 55
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7 , ‘Percent
Payments to R
ineligibles and

Rank overpayments Payments to Qver-~ Under-
(mote a) Jurisdiction (note b) ineligibles payments payments
34 Louisiana 7.9 4,3 3.6 .7
35 Vermont 8.1 5.3 2.9 .7
36 Arkansas 9.2 5.7 3.4 1.8
37 Puer to Rico 9.3 4.5 4.8 1.6
38 ‘Missouri 9.5 4.9 4.6 5
39 Michigan. 9.6 5.0 4.6 .8
40 Delaware 10.0 6.7 3.3 1.3
‘41 Pennsylvania 10.4 5.5 4.8 .6
42 Georgia 10.5 7.2 3.3 1.0
43 New York 10.5 5.2 5.4 1.8
44 Ohio 10.6 g.2 2.4 ah
45 Maine 10.7 6.5 4,2 S
45 Arizona 10.9 7.1 3.8 .3
47 Hawali 11.3 7.9 3.5 .3
48 Maryland 12.8 9.5 3.3 2.8
49 Massachusetfs 12.8 8.4 4.4 .5
50 ‘Montana 13.3 6.8 6.6 1.4
51 alaska 16.7 12.3 4.4 1.8

52 District of
Columbia 17.9 9.1 8.8 1.5
53 Illinois 18.8 12,0 6.6 .5
Average=all 8.6 4.9 3,7 .9

a/Ranking based on percent of total payments to ineligibles and
overpayments. .

b/The total dees not always equal the sum of the columns due to
~ rounding.

Source: HE*'S Sacial Security Administration, Office of CQuulity
syJarance.
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INFORMATION ON WISCONSIN'S AFDC PROGRAM

RECIPIENT ELIGISILITY

The State Departtment of Health and Social Services has
established the criteria and the process for determining eli-
gibility for Aid to Families with Dependent Children. Each
county can, at its option, detarmine eligibility based on the
applicant's statements if they Seem credible or require veri-
fication against applicant-supplied documents or information
from other sources. State officials could not identify which
counties used which method. Under either method, the county
ag=ncy usually has 30 days to process the application and
either approve or deny aid.

The Milwaukee County Board of Supervisors passed a re=
solution in 1973 requiring use.of the werification method.
An applicant must produce such documents as social security
cards, birth certificates, marriage certificates, bank books,
health insurance cards, mertgage payment books, etc., to sup~
port initial eligibility. Clients with earned income are re-
gquired to submit earnings statements by the tenth of each
‘month.

We sampled 25 cases receiving assistance as of August
1977 in tilwaukee County and noted the files contained the
reguired documents or had notations that they had been re-
viewed. In one cass where a bank account had been reported,
the caseworker verified the balance. Clients with reported

.earned income wers submitting earnings Statements as regquired.

Receterminations

At least every 6 months after initially being determined
eligible, or when family circumstances change, each recipient
must complete another application for aid as part of the eli~
gibility "redetermination" process. The county agency pro=
cesses this application in the same way as the initial one,
except that verification is limited to financial or other eli-
gibility factors which have changed since the last determina=~
tion. A recipient's moving to another county is one change
that should trigger a redetermination,

wWisconsin law requires a caseworker to visit an appli-
cant's home as part of the original eligibility determination
but not for redeterminations. Recent State legislation, how-
ever, does require caseworkers to recertify in person the eli-
gibility of 10 percent of the recipients every 6 months.
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DETERMINING PAYMENTS

County personnel analyze applications for both initial
determinations and redeterminations to establish eligibility
and fipancial need. The client's budgetable income (gross
income less disregarded income) is compared with an assistance
or need standard based on family size to determine the grant
amount. The need standard, the amount considered necessary
to cover the cost of essential items, such as food, clothing,
shelter, and utilities, varies among counties. For a family
of four, for example, the current standard ranges from $478
to 5520 a month. The maximum AFDC grant in Wisconsin is lim-
ited to the State payment standard, :urrently 85 percent of
its need standard.

RECIPTENT OBLIGATIONS AND RIGHTS

Recip;ents must notify the county within 10 days of any
change in circumstances which affects their éilgL@ll;tY aor
grant amcunt. Willful failure to report changes constitutes
fraud under State law.

Applicants and recipients have the right to appeel any
action which deries, terminates, or reduces a vz:5.. When
the county agency takes such an action, the pe 1 nusk be
told the specific reasons and informed of his righ% to request
a fair hearing. A recipient must be 1otified of the action
10 days before it becomes effective.

REDUCING ERRCNEQUS3 PAYMENTS

Erroneous pavments are a major nationwide problem in
the AFDC program. Some recipients are ineligible; others
get too much or too little. To combat the problem, HEW re-
guires States to implement a guality control system to

--monitor and report on the eligibility of recipients
and the correctness of payments and

-~identify corrective actions needed to keep error rates
at acceptable levels,

The curren=z yuality control program, which began in 1973,

reguires States to file semiannual reports on the correct-
ness of payments and corrective action plans with HEW.

il‘!;‘
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The guality control program identifies errocs accerding
to two featuras--responsibility and area of detarmination.
Errors are considered to be the responsibility of clients
wheh AFDC recipients or applicants provide incomplete or in-
. accurate information or fail to notify their caseworkers of

‘changed circumstances. Adency errors resulc from either the
agency's misapplication of policy or its failure to act
promptly on client-supplied information. Errors are alse
classified according to 45 aspects of determination, grouped
under 5 categories--basic eligibility requirements (e.g.,
family composition), resources, income, grant or neged deter-
mination, and other (e.g., comvutational errors).

As shown in the followingy table, Wisconsin reduced its
overall AFDC case error rate from 35.7 percent in the April-
September 1973 reporting period to 17.7 perceat for the first
half of 1977. During the same pariod, the national case errog
rate decreased from 41.1 percent to 22.9 nercent.

Cases with Errorz as a Percent of Total «Cases (note 1)

Reporting Ineligible . Cverpaid _Undervzid _ Totai
period Nat'l Wis. Nat'l Wis. yéﬁjl“”W1si dat’l Wis,

Apr.-5Sept.
1973 10.:
Jan.=-June
1974 9.3 5.8
July=Dec. )
1974 8.5 5.1 19.7 15.7 8.2 14.4 36.4 35.2
Jan.=June
1975 7.5 2.
July=Dec.
1975 6.4
Jan.-June
1976 5
July-Dac. 5
[
5

14.35 5.1 16.5 41.1 35.7

b
S
4
o
b
»
Lo

20.6 13.4 B.0 15.7 37.9 24,9

L%
L
o
&
[
Kok
-
»
e

17.5 15,90 T3 13.5

Bi,

o

.-
14.7 9.7 5.

24.6 17.8
22.3 18.2
) (23.2)(19.1)

21.9 16.9
) (22.9)(17.7)

9
7
9 13.9 9.9 5.2 .
.1 12.5 10.8 .
1976 ( 6 :
Jan.-June 6
1977 . ( &

) t13.1) (10.8) (
5 12.0 9.8

3
0
3
8
5
) (12.8) (10.6) ( 5

b b B e KT

6

5

) (5
4

) (4

8
9
9
0y «(

-
»
L]

Ly

e (2 S L
e
o~

B D I =
"

T4y 5

3/These are the error rates as reported by the States. The
Eigures will not necessarily agree with the official HEW
error rates which are computed by a statistical regression
method. For the periods July-December 1976 and January=June
1977, official HEW error rates are shown in parentheses.
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The distribution of resoconsibility for errors remained
the same in Wisconsin. During 1974 and for the first half of
1977, 61 percent of the errors were agency-caused. In con-
trast, the distribution of errors among the five categories
of determination changed significantly. For example, errors
in determining need accocunted for 51 percent of Wisconsin®s
AFDC errors in the 1973 base period. 1In the first half of 1977
the need area accounted for less than 1 percent of the errors.
Details of the shifts among the categorics are shown below.

Exrors in Selected AFOC Cases

Reporting ‘Basic
periogd eligibility Resources Income Need Cther Total

Apr.~-Sept. 1973 24 ! 35 180 257 7 503
. !

Jan.~June 1574 32 59 136 211 23 461
July~Dec., 1874 je 49 124 220 11 440
Jan.~June 1975 50 11 132 2086 5 404
July=Dez. 1975 42 3 135 51 14 245
Jan.~June 1976 46 8 161 ¢ 12 231
July-Dec. 1976 41 7 182 1 7 218
Jan .=June. 1977 52 11 131 1 9 204

In addition to considerably reducing its case error rates,
wisconsin also reduced its overall payment error rate (percent
of tetal payments made to ineligibles and overpayments to eli-
gibles) from 6.1 percent in 1973 to 4.7 percent for the first
half 2f 1977. <Gturing the same period, the national payment
error rate decreased from 16.0 percent to 8.6 percent. The

following table shows the change in Wisconsin's payment error
rate compared to the nationwide rate.
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1

Pavment Errors as a Percent of Total Payments (note a)

7 - Ineligibles
Reporting Inelicikle Overpaid = Underpaid and cverpaid
period Nat'l Wis. Nat'l Wis. Nat'l Wis. Nat'l  Wis.

Apr.-Sept.
1973 8.9
Jan.=June

3 -9 16.0 6.1
1974 8.2 5.9 6.6 2.1 1.5
5

3.8 7.1 2.3 1.4

July-Dec.
1974 7.4
Jan.=June
1975 6.6 2.
July=pDecg.

1975 5.5 1.4 4.7 2.0 1.0
Jan.-June
1376 4
July-Dec. 4.
4.
4

5.1 6.2 2.6 1.5
6

-
L]
et
=]
»

by
Lt
b

)
)

1978 {4
Jan.=June .
1977 (4.9) (3.1) (3.7) (1.

«3) |
-6) |

W
Tl K6 AT s

0

. 8

.1) {

7 .

6) { .

a/These are error rates as reported by the States. The fig-

T ures will not necessarily agrec with the official HEW error
rates which are computed by a statistical regression metnod.
For the periods July-December 1976 and Januacy-June 1977,
official HEW error rates are shaown in parentheses.

HEW s:tstistics show that Wisconsin's estimated erconeous
payments te AFDC recipients for the period January-June 1977
were about $5.7 million (about $3.7 millien to ineligibles
aad ahout $2 million in overpayments to eligibles). During
this period, Wisconsin's total AFDC payments were $121.8
million.

In comparison, during the January~June 1977 period, New
York misspent approximately $81.2 million ($39.9 million to
ineligibles and $41.3 million in overpayments) of its 5771.1
willion total expenditures and California misspent about $29.4
million ($8.1 million to ineligibles and $21.3 million in over-
payments) of its $838.6 million total expenditures. Nevada,
which had the lowest payment error rate for the period, ervo-
neously spent about $22,000 in overpayments (none to ineligi-
bles) of its $4 million total expenditures. Illinois, which
had the highest payment ercor rate for the period, misspent
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about $66.1 million ($42.7 million to ineligibles and $23.4
million in overpayments) of its $356.4 million total expen-
ditures. (See app. V for payment error rates of all juris=
diz=tions.)

Actions taken to reduce errors

Wisconsin has taken four major corrective actions since
1973, the effectiveness of which have reduced its case error
rate from 35.7 percent in the 1973 base period to 17.7 per-
cent during the January~June 1977 period. However, a State
can take corrective actions which reduce its case error rate
but which may or may not reduce the dollar amounts spent in
error. All four of the corrective actions taken by Wisconsin
invelve policy changes which simplified procedures. ‘There
corrective actions probably also contributed to the raduction
in Wisconsin's payment error rates.

In March 1974 Wisconsin approved a flat deduction from
income of 21 percent to cover work-related, expenses. This
policy was instituted because the determination of actual
work-related expenzes accounted for about 10 percent of the
payment errors in the first half of 1¢74. HMHost of these
errors were attributable to the agency.

The change reduced errors associated wieh work-relatef
expenses by half. Because the nev policy generally reduced
underpayments also, State officials estimated that monthly
expendgitures increased by $14,000.

In February 1975 Wisconsin raised the max imum assets
that a family can have before being ineligible for welfar®
from $300 to $1,500 and revised its automobile policy to
allow a second vehicle to be exempted from assets if it is
verified as essential for employment.l/ The State reviced
these two policies iecause most eligibility errors were due
to them.

Following these policy ' changes, eligibility errors
decreased and the number of recipients naturally increased.
Eligibility errors due to excessive assets and auto policy
violations dropped from 3.9 percent of cases during the
Julv-December 1974 pariod to C.8 percent in the next &
months. The number of cases increased from 50,640 to 54,290

1/Another revision, effective July 1, 1977, allows one or
" more vehicles to be exempted, but all must be fustified.

L2
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in the 3 months following implementation of the new policies,

due both to these changes and to wersening economic conditions.

State officials estimatad monthly reductions of $465,000 in
payments to ineligible recipients—-whc became eligikle under
the new policies.

In September 1975 Wisconsin enacted a flat grant, based
on family size, for the need standard. Previously, over half
of the payment discrepancies c¢ould be attributed to computing
need components such as allowances for shelter, fuel and util~
ities, and water and sewer.

The flat grant produced a 37-percent reduction in errors.
The case error rate of 31.4 percent in the first half of 1975
dropped to 19.7 percent in the second half. State officials
estimated yearly "savings" of $3 million in overpavments and
payments to ineligibles. These savings were obscured by a
legislated increase in'the need standard as of August 1375,

Wisconsin has taken other actions which have not vet
demonstrably reduced error rates. For example, in July 1977
the Department of Health and Social Services underwent a major
reorgapization which created three new program sections.

~=The Program Trairing and' Interpretation Section, which
is to provide uniform interpretation of State income
maintenance policies when caseworkers phone in gues~
tions. This section w#will also train covnty personnel
in State income maintenance policies anc procedures.

-~The County Monitoring Section, which is to monitor
the implementation of State policies and procedures
in county offices, take corrective actions, and ad-
vise the State of policy matters needing correction.

-~Performanc » review teams, which are to evaluate each
county agency once every 2 years.

Plans to reduce agencv-caused errors

The majcr action planned to reduce agency-caused errcors
is the development of an online cuwputer system for use in
managing Wisconsin's income maintenance programs. Known as
the computer reporting network, it will automatically deter-
mine a client's eligibility and benefits in the AFDRC, medical
assistance, and food stamp programs at initial application
and at the time of redetermination. The system will provide
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ecual treatment for clients statewide by consistenily apply<
ing rules, regulations, and policies to information supplied
by the client.

The application form will collect the necessary *-far=-
mat.ion to determine a client's eligibility and benefi . for
all three income maintenance programs. After the clienc
coumpletes the form and is interviewed by the caseworker,
information from the combined applicatioa will be entered
on a video terminal connected to the data center in Madison.
Numerous computer checks will insure the information's in-
tegrity. The computer's determination of a benefit wil! %hen
be transmitted back to the county terminal.

The system will generate monthly medical assistance
czrds, AFDC checks, and food stamp authorizations. Addition-
ally, the system will issue letters to clients explaining
their eligibility or ineligibility and changes in their ben=
efit level.

Wisconsin's progress in developing the system has been:

==The development of computer software in 1975 to auto-
matically compute eligibility and benefits.

-=The development and statewide implementation inm 1875~
1975 of the combined application form along with sup-
poerting worksheets.

-=The development, as an interim measure in 1976, of
comprehensive procedure handbooks which instruct case-
workers in using the information on the combined appli-
cation form t¢ determine a client's eligibility and
benefits for Wisconsin's income maintenance programs.
The handbooks are being uUsed in counties that do not
yet have the systenm.

-~The implementation of the svstem in three test coun-
ties in 1976-1977.

-~The selection of the ecuipment and vendors in 1377 fov
statewide implementation of the system,

million to develop and operate tﬁéréystem; The State estimates
that operation of the system will cost abour $51.7 million
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annually when implemented statewide but should produce
annual savings of over $3 millicn for the AFDC program as
a result of 4 66-percent reduction of agency errors. The
system should also reduce erro:iz in the medical assistance
and food stamp programs. '

In the spring of 1978 Wisconsin plans to begin pro-
gramming and testing a system component connected to the
Madison data center. After the system is tested and proven
in four pilot counties, Milwaukee County will receive the
equipment and implement the system late in 1978. Inplemen=~
tation in the remaining 67 counties will depend on results
of further testing. A State official expects full imple=-
mentation by late 1980.

To reduce errors caused by a client's failure to repord
changes in circumstances, Wisconsin intends g pilot study of
the "Colorado Plan" in Milwaukee County in late 1978. This
plan requires AFDC recivients to ceport thei- ‘ncome, housa-
hold compositinon, and otlfer relevant factors on a monthly
status report provided by the agency. Recipients failing to
submit the monthly form will not receive benefit checks.

Wisconsin officials estimated that statewide inplemen-
tation of the "Coleorado Flan" planned For late 1980, could
-reduce the number of cases containing errors by about 6.5
percent. They said that if the Milwaukee County study iz
successful, the plan will be implemerted in conjunction with
tha computer reporting network. .

PROCEDURES FOR CORRECTING UNDERPAYMENTS

Wisconsin's procedures provide for the correction of
prior underpayments made to recipients through retrtoactive
payments covering underpayments which occurred during the
12 months preceeding the month in which the underpayment is
discovered. When the retroactive payment is made to tha
recipient, the county welfare agency must also provide an
explanation to the racipient as to why the additional Day=
ment is being made. Underpayments can occur when (1) a
child is omitted from the grant, (2) the county welfare
agency fails to adjust- the recipient's grant due ta changes
in recipient circumstances, or (3) the county welfare agency
fails ¢o use the correct amount of the family allowance when
determining the grant amount. :
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“ALCHD DATA OF THE

MY LWAUKEE_COUNTY FRAUD_SQUAD

APPENDIX VII

. FROM_JUNE 1963 THROUGH DECEMBER 1977

Complaints Complaints
Yyear received investigated

Amount

Cases of fraud of fraud
substantiated uncovered

1963 337 226
1964 479 435
1965 404 . 430
1966 383 387
1967 354 291
1968 509 361
1969 €84 400
1970 612 570
1971 1,033 582
1572 950 647
1973 1,363 412
1974 1,680 979
1975 1,679 724
1976 1,504 814
1977 _1,519 736

pressmmm———— —
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$ 20,625
113,780
106,293

55,230
79,004
61,697
84,129
142,697
242,637
354,731
322,087
847,178
723,379
449,641
458,789

4,061,957
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COLLECTION OF OVERPAYMENTS WADE BY

THE MILWAUKEE COUNTY DEPARTMENT OF PUBLIC WELFARE

DURING THE YEARS 197477

BY METHOD OF PECOVERY

1974 1975 1976 1977

Method of tecovery

Cash pavments:
Client errcrs $ 81,203 $161,476 £478,917 $191,633
Agency errors 229,408 148,223 185,503 177,321

Automatic grant
deductions~hoth
client and
agency errors — 35,130 200,056
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Total collections  §$310,611 $344,829 $864,476
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SUMMARIES OF STUC.:5 GAOQ_REVIEWED RELATING

70 _AFDC_INCOME DISREGARD PROVISIS

This appendix contains a summary of each of the fol-
lowing studies we reviewed which dealt directly with the
AFDC income disregard provisions. .

1. A Study of the Impact of the Income Disregard:
Final Report

2. Effects of a Financial Incentive on AFDC Employ-
ment: Michigan's Experience between July 1962
and July 1970

3. Welfare Work Incentives-The Earnings Exemption
and Its Impact upon AFDC Employment, Earnings,
and Program Costs .

4. The Effects of Changes in the AFDC Program on
Effective Benefit Reduction Rates and the Pro-
bability of Working

S. Effects of the Earnings Exemption Provision upen
the Work Response of AFDC recipients
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" November 1975

The cobjectives were to (1) measure the impact of the
AFDC income disregard provisions on employment and earnings
of AFDC recipients and on caseloads and costs and (2) ana-
lyze AFDC caseload dynamics in general over a substantial
period of time. ,

METHODOLOGY -

The data base used was develoced from records of a sam-
ple of 8,000 AFUC cases which entered or reentered the AFDC
rolls during the first quarter of each year in Eri~ -ad
Onondaga Counties, New York, for the study period 5-72,

Erie and Onondaga Counties were selected b-~ause they
met the basic requirements needed to adequately conduct
this study. Among the requirements were that the State
chosen had to have an AFDC-Unemployed Fathers program and
was not to have had an income disregard policy before imple-
mentation of the 1967 Social Security Amendments (the $30
and cne~third earnings exemption). Also, the sites chozan
nad to have (1) reasonably stable economic conditions, (2)
stable AFDC administrative policies and practices, and (3)
somewhat typical demographic characteristics of the AFDC
populatien. Erie and -ondaga Counties were the two sites
in New York which best met these requirements.

The employment and welfare status of each case was
noted at 6-month intervals from year of entry through Jan-
uary 1973. The longitudinal design of the data base per-
mitted an evaluation of the welfare and employment behavior
of AFDC recipients for a substantial period of time before
and after implementation of the income disregard policy as
well as an analysis of general caseload dynamics.
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The 'stucdy exarined “he limitations of related ztudies
and c¢o-°¢luded that this scudy nesded to (1) isolate the impact
of any changes in benefit levels upon enployment, earnings,
and caseloads and (2) centrol for demographic variables, labor-
market variables, and the impact of related policies and pro-
arams.

EINDINGS

Change in employment

In Erie County, a general increase in employment rates
of AFDC mothers occurred following implementation of the in-
come disregard provisicns. The regression analysis 1/ indi-
cated a generally positive impact of the disregard provisions
on employment. However, the impact was statistically signifi-
cant only for the (irst year after implementation. The over-
all employment rate i~ the county increasad from 10.1 percent
in the predicregard reriod tn 12.3 percent in the postdisregard
geriod.

The results of the analysis for Onondaga County were
similar to those of Erie County. The income disregard was
assoclated with a general trend of small increases in employ-
menk bBut the regression analysis indicated that the disregard
itgself did not appear tc be responsible for a substantial
part of the increase. In Onondaga County, the employment
rate increased frc~ 14.9 percent employved in the predisreqard
period to 18.2 pe. . .7t in the postdisregard r -iod.

Change in earnin=zs

In Erie County, real esarnings of AFEC . .the:. . in the
postdisregard period averaged 5216.02 per monath, an ir<-ease
of 514.53 from the predisregard period. 1In Onondaga C.unty,
real earnings of AFCC mothers im the predisregard per:iad
averaged $234.95 per month compared to $242.77 in the post-
disregard period, an increase of only about $8. In both
counties, the income disregard variable was positively asszo-
clated with real monthly earnings (in the regression analysis),
but the association. was not statistically significant.

1/ Regression analysis is a statistical technique used to
measure the extent to which a change in one dependent

variable is asssciated with a change in another indepen-
dent variable.
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Change in caseload_and costs

The study found that the welfare caceload greav beacause
of the income disregard policy., First, case closiinys due to
employment actually deeclined because individuals could pro-
long their stay on welrare at liigher earnings levels. Seconc,
the AFDC program became more attractive to some fomilies who
were previeusly eligible but had not apelis/ because an addi-
tional incentive was provided to them as the disrrgard could
then be applled in determining the grant amount which resulted
in their receiving higher AFDC benefits. Consequerntly, costs
increased due to the income disregard policy because benefits
werte raised and caseloads were increas~sd.

CONCLUSTON

The conclusien of the study Is based on a benefit-co:st
analysis which demonstrated that the costs of the in~7ome dis-
regard policy Ear surpassed the benefits to the taxpavers
resulting from increased employment. Implementt:tion of the
policy resulted in caseload coste tha=x exceeded emplaymenﬁ
benefits by $4.8 mililion in Erie County and $4.2z million in
Dn61daga County for the 1970-72 period. Thus, the income
disregard policy dic¢ not accomplish one of its primary in-
tended objectives---cthat of encouraging = sufficient number
of working AFDS recipients to work their way off '‘he welfare
rolleg and thus provide the taxpayer with reduced velfare costs
and increased benefits from esarnings.
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EFFECTS OF A FINANCIAL INCENTIVE GM AFDC

EMPLOYMENT: MICHIGAN'S EXPERIENCE

BETWEEN JULY 1963 AND JULY 1970

|
- Prepared by Gary Louis Appel, Ph.D.
— March 1972

STUDY CBJECTIVE

The objective was to examine the income disregard pro=-
visions in Michigan in terms of the feollowing objectives of
employing those on welfare: (1) to decreare the welfare case-=
load, (2) to decrease the welfare cost per employed case, (3)
to decrease total welfar» costs, and (4} to raise the incomes
of employed AFDC families at a low taxpayer cost per welfare
family. )

METHODOLOGY

One loncitudinal set of data and two cross-sectional
§ "& 2. davs on active female-headed AFDC families in Michi-

« drawn from the State's AFDC pavroll tapes for .13
wangraphic areas within the State. One cress-sectional sam-
ple was drown in July 1969 and thoze cases were followed o
July 1970 tc provide the longitud:nal data. A compl=tely
lew cross-sectjonal sample was drawn in July 1970 toc merasure
the employment of the caselnad as a whole at that time.
Various sampling sizes were 1:3ed in the different areas.

.y

The geographic areas were selected using the following
criteria: (1) every major matropolitan area ir the State
was selected, (2, three predominantly rural areus of the
State were selected, and (3) Berrien County was selected
because a Michigan Department of Social Services employinent
project was in vrogress.

The cross~sectioral sample sizes were 4,660 families
for July 1969 and 7,656 for July 1970. The longitudinal
sam.'e, which began with 4,560 families in July 1969, con-
tained 3,83l in July 1970. The remaining 829 families were
lost as active cases because they moved from a sample area
or got off welfarc.
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In determining how employment rates changed tac
the ircome disregard, the researcher realized that th
rates could have been aifected by factors other than
work incentive. Tharefore, he atc.empted to isolate, as far

- as possible, tne following variables: (1) demographic ~har-
acteristics of those on welfare, (2) welfare program varia-
bles, and (3) outsicde factors. )

Tl
(o g I )
i

b (O
[

FINDINGS

Change :¢ oo o yment

The de-a collected revealed that there was a statis-
tically significant increase in the AFDC recipient employ-
ment rates in each of the 13 areas studied hetween July
1969 and July 1970. The increase in percent of caseload
employed ranged from 3.3 percent to 9.9 percent in the 13
areas.

To determine whether employment rate increases were
related to the income disregard, the researcher attemptzad
to accouni for other economlc variables which would affect
these rates. Be found that AFDC recipient employment rates
increased despite a rise in the unemployment rates in the
areas between 1969 and 1970. There was no clear-cut rela-
tionship between changes in emplovment rates for AFDCT re-
cipients and changes ii, employment rates for peozle employed
in jobs likely tn be filled by AFDC recipients in the Michigan
areas. fThe =:udy showed that there was an ir-rease in the
employment rate for AFDC recipients betwean 1969 and 1970
that was not accounted for by the economic varlables used
and thus seuvmed to be related to the income disregard.

Change in earnings

The study found that average AFDC reciplent earnings
increased in 10 of the 13 geographic areas sampled, but
it was unclear whether this increase was directly related
to the work incentive. The researcher found that the por-
tion of *'~ employed AFDC mothers earaing under 5100 a
month fe. ~ “ost areas; thus, it appears that part-time
employme w#& not strongly encouraged by the work incen=
kive. = 4= _ of the areas, the portion of the employed
caseload ...ing over $300 a month increased betwsen July
1969 and vuly 1970 and it appeared that this was partially
attributable to the income disregard.
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In most of the areas, a substantial sorticn of the
empioved AFDC mothers earned enough =o have been forced
off AFCC if there were no work incentive. In one area,
almest 28 percent fell in this category, while in the
remaining areas the pcrtion ranged from about 11 percent
to about 21 percent.

Change in caseload

The conceptual analysis indicated that the income
disregard will increase, not decrease, the AFDC caseload.
Non=Al'DC families will be more apt to come on welfare and
AFDC families will be more likely to stay on wel fare be=-
cause it is financially more beneficial to do so, at least
for those who work.

The data anmalysis supported this conceptual analysis.
T'iere was an appreciable increase in the Michigan AFDC
caseloacd from 1969 to 1970. This increase was due primarily
to an increasze in the number of new cases; the number of
cases closed increased slightly,

Cost of incom= disregacd

Based on the empirical and analytical work dene, short-
tun welfare costs probably increased as a result of the work
incentive. Also, the higher welfare costs would probably
continue into the future unless the earnings of AFDC mothers
could Ebe substantially increased.

CONCIUSTONS _ .

The study was intended to provide evidoar "necerning
thue effect of WGEK incentives on welfare « v v ak and
earnings- The vasearcher stated that the cata and analvsis
provide 3 Eeasanagly convineing argument that the iacentive
has contributed to (1) increased emplovment of AFDC m.thers
in Michigan and (2) higher incomes for those emploved. Ik
appeared, however, that &these two results were gained throaugh
higher welfare costs associated with larger caseloads.
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WELFARE WORK INCENTIVES -

THE EARNINGS EXEMPTION AND ITS IMEACT UFOK

AFDC_EMPLOYMENT, EARNINGS, AMD PROGRAY COSTS

Prepared by Vernon K. 3mith
Michigan Department of Social Services
1974

STUDY CB3JECTIVES

The objectives were toa (l) analyze thz changes in em-
ployment rates and levels of earnings »nich occurred among
AFDC mothers in two Michigaa counties in the flirst vear fol-
lowing implementation of the Work Incentive program and the
earnings exemption, (2) idefatifyv rhose factors impartant in
determining whether an AFDC ..other was emploved or not and.
if employed, how much she ea.n=d, and (3) assess the impact
of the esarnings exemption on AFEC costs and caseloads.

METHODOLOGY

To allow for consideration of differing economic condi-
tions, caseload composition, and administ-ation of welfare
policy between arzas which might influence emplovment be-
havior, the researcher judgmentally selected Ingham and
Genesee Counties.

A sampling technigue was utilized in which the samcle
was stratified by thn employment status of the AFDC mother
at the beginning and end of tne study period. The beginning
date was July 1, 1969, and the ending dat: was July 1, 1970,
Obtservations made for July 1, 1969, reflect the case status
in June 1969 .ud =0 may be interpreted as indicating case
status before the July 1, 1969, implementaticn date of -he
$3G6 and one-third earnings exempt:ion in Michigan. The second
observation point ref'cts the case status during June 1970,

The total sample of 1,184 female-headed AFDC cases
studied for the two counties (735 from the Genesee County
caseload and 449 from the Ingham County ca.-load) was ob-
tained from the Michigan Department of Social Services pay-
roll listings of all cases receiving assistance on July 1,
1969, and July 1, 1970. First, all 358 single-parent AFDC
cases with gross monthly earnings of $1 or more for June

~J
A0
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1,69 were chosen. Secund, a ranesr sample of 496 Cann
drawt, (rcm the list of cases reporcing z2ro grovs ewarni
during that moncth. The remaining 330 cases werr taxe,
the payroll listing of 4,136 cases which received AFDL
sistance on July 1, 1970, but ~ot in June 1969.

The data used for each - mple case selesctad was ob-
tainad trom the historical records maintained in individeal
car? files located in county offices of the Michigan Depa: t-
menc of Social Services.

.0 determine the significance of the changes in employ-
ment which occurred over the l-year study period, the re-
searcher compared them with changes in employment status
which occurred in each of the 2 previous years., For this
comparison, historical employment data were obiained for all
recipients in the sample who were recei.ing AFDC assistance
on July 1, 1969 (854 cases). The estimates made for the 2
previous years were based solely on data obtained from the
case files of those receiving AFDC assistance on July 1,
1969.

Regression analysis was also used to assess the impact
of demographic and economic factors upon employnent and
aarnings.

F INDINGS

Change in emoloviaent

The study found that compared to the 2 previous years,
reciplients employed at the beginning of the study period were
as or more likely to remain employed and rezcipients not em-
oloyed at the beginning of the study period were more likely
to become employed. Without controlling for other factors
which might have influenced these changes in employment bn-
havier, the daca appeared to indicate that a positive work
incentive effect occurred among AFDC mothers over the study
ceriod.

To evaluate the =2:tent to whizh the increase in AFDC
recipient employment might be attributed to the incentive
or increased emplovment effect of the earnings exemption,
several factors which might also have affected employment
activity were examinred for theis impact. These factors
included a retention effect (the retention on welfare of
AFCC mothers who, except for application of the earnings

4
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exemption, would have been financialiv inaligible for AFDC),
the Work Incentive program, the increc~ . = "employability"
of an increasing caseluad, higher AFCC and food stamp bene=
fits, and <2conomic and labor market conditions,

After taking these facto:rs into consideration, the study
concluded that the most significant factor contributing to
the increase in employment of AFDC recipients over the study
period was the earnings exemption. Through the retention
effect, it accounted for 1.3 percentage points of the 10
Percent June 1969 employment rate. In June 1970 the exemp-
tion accounted for 5.2 percentagz peints of rche 14.] percent
employment rate. Half of the 5.2, or 2.6 percentage points,
reflected ‘the ret.1tion effect, an increase over the year of
1.3 percentage points. The remaining 2.6 percentage points
feflected an incentive or increased employment ef fect. Ac-
cordingly, the earnings exemption accounted for 3.9 of the
4.1 percentage point net increase in the AFDC pmployvment rate
between June 1969 and June 1870.

The researcher also noted that paralleling the experience
o7 the two study counties, the proportion of Michigan recip-
ianis who were employed increased in fiscal year 1970. How-
ever, even a year after implementation of the earnings exemp-
tion, the employment rate was a relatively low 14.1 percent
and in the postexemption period had not exceeded 14.4 percent.
This suggested that those same factors which constrained em-
ployment before the exemption's implementation continued to
do s0 after its implementation. Both before and after the
exemption, the same factors were identifised azs significant
barriers to employment, including the presence in the home
of nreschool-age children, *a lack of education, a lack of job
¢. ~moience, and poor health. :

Change in earnings

The study found that:

==AFDC mothers employed at the beginning and end of the
June 1969%9=June 1970 study period were less likelv to
have had an increase in monthly earnings than recip=
ients employed at the beginning and end of sach of
the two previous annual periods (June 1967-June 1963
and June 19%68=June 1969).

==AFDC mnthers not employed at the beginniilg but who
- A were employed at the end ¢f the study per.od were
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neither more nor less likely to have higher »r lower
monthly earnings levels than recipiants not emploves
at the beginning but emploved at the end of each of
the two previous annual periods.

-=-Mothers who began receiving AFDC during and who were
employed only at the end of the study cteriod were
more likely to have high levels of earnings than
those who began receiving AFDC during and were em=
ployed only at the end of each of the two previcus
annual periods.

In summary, changes in earnings levels were mor: * .aly
to De positive only among those who became new rocip. :r .2
during and were emplcved only at the end of the stud. - iod
and were less likely zo be positive among those receyr '

AFDC and =mployed at botH the bezinning and end of the 5Lu§g
cericd,

I~

Tcact on caselnad i

The study stated that one of tha @feﬁlctable effacts
of the earnings exemptlion was the substantial increase in
the level of income which a recipient could earn and still
maintain eligibility for AFDC. For example, the researcher
noted that implementation of the exemption increased from
5375 o $686 the level of monthly earnings below which a
family of four could remain eligible for AFGC, but above
which the family became ineligible. The earnings exempticn
made it more difficult and unlikely for an AFDC mother to
"work her way off welfare." As a result, some AFCC cases
wnich would have been terminated due to the level of earnings
remazined cn the rolls, a phenomencun referred to as the "re-
tention effect.”

Tn the ﬁuc atuéy csunties, just over sD ‘perc éﬁﬁ DF the
lSzD whgﬁh befatg ‘the melementatlan of ﬁhe éxemptlan would
have caused them to be ineligible. PBRased on the study data,
it was estimated that at any given time since the exemption's
implementation, aporoximately 20 percent of employed adult
recicients would have been ineligible for AFDC in the absance
of che exemstion. At this rate, Michigan's average monthly
AFCC caseload kecween fiscal vears 1970 and 1974 was about
400 higher (2.7 percent) than i: would have been without
2arnings exemption.

L]
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Cese of eacning

[}
T m

xergtion

Estimates of increases in AFDC costs attributable to
sxznings exempticf were calculatéd for Michigan for
zach of the first 5 y- a:s the exemption was in effect.
Althcugh recipient eﬁnuings, both on the average and in
the aggregate, incre~s: i substantially over this peried,
g0 also did the cosx . "® exemption increase. Over the
5 vears the total ... th. n=t annual increases in AFDC bene-
fits resulting fr-m the exc7notion was 570 million. Thus,
while the earnincs exemptic s successfully served as an in-
centive for incrzazsed emplc./ment activity, it did so0 at a
financial cost wrich substantially exceeded its financial
benefits.

CDNCL o7

The s.udv concluded that the earnings exemption was
the primary factor in the 1lncrezse 1in employmentc which oc-
curred among AFDC mothers between June 1969 and Juns 1970.
However, the exempticn contributed to the increase :-; AFDC
costs and caseloads which occuvred aiter its imclementatior.
Employed recipients were less likely %0 terminate from as-
sistance due to the level of their earnings. Thus, while
the exemption zZerved to lncrease significantly recipiert
employment, it did not serve to reduce AFDC costs or to
restrain the increase in AFDC caseloads.
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RATFS AND THE PRCBABILITY OF WORKING

Prepared by Déuglas L. Bendt
Mathematica, Inc.
Policy Studies Grcup
August 5, 1875

STUDY OBJECTIVES

The objectives were to determine the effects ef the
1967 Social Securitv Amendments, prlmar;ly the 530 and
one-third earnings disregard, on (1) the effective benefit
reduction rates-—the dgllar change in the AFDC payment to
a unit as its inceme changes by one dollar=--and (2) the
probability of AFDC mothers working.

METHODOLOGY

The data used to analyze the effects of the $30 and
one-third earnings disregard came from the Department of
Health, Educaticn, and Welfare's 1967, 1971, and 1973 AFDC
Surveys of Case Records, The surveys Fansisteﬁ of gques-=
tionnaires filled ouxz hy county caseworkers whose cages
were chosen in a .Jandum sample of each State's caseload

in the survey mor:zh.

survey~ was restricted in twa

was limited to 23 Statas drawn

iy wius 2 States addad to
achieve coverage of macs qi He'i'3 10 regions. The deci-
zion not to include all at2s was mainly to save cost,

The criteria for seleﬂt$un of States were to maintain
representativeness of the sample on two dimensions: (1
geographic and (2) AFDC program characteristics. S;ecl—
fically, at least 1 State was selected from each of HEW'

10 reginns, while alse seLEF*Lng States with a é;ve:&;tg

of benefit levels and typ~: «{ pavment schedules. The
States selected were: AlLadama, California, <olorade, Flor-
ida, Georgia, Illincis, Indiana, Iowa, Eentuckyf Louisiaaa,
“dassachusetts, Micl:gan, Mianesota, Mississippi, Missouri,
New Jersey, New ork, Ohio, Oklahoma, Pennsylvania, Tennes-—
gea, Texas, Virginia, Washington, and Wisconsin.

The sample f:onw
wavs. First, the
from another recearca. :

=
s
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The second restriction was to 2liminate from each
sample the following units: fathers, stepfathers, or
other adults besides the mother as the head:; and mother
heads who were feceiving unemployment compensation or who
were physically or mentally unable to work., These exclu-
sions were to reduce cost, simplify analysis, avoid nro-
blems of both parents being in the work force at the same
time, and avoid biases in results.

) The two restrictions acted to reduce the sample from
22,960 cases in the selected States in 1973 to 5,491.

The study used regression analysis to estimate effec-
tive benefit reduction rates for zach State for 1967, 1971,
and 1973. The study also used a special statistical rachnicus
Lo estiuate the probability of AFDC recipients eithe~ - ‘yiar
Or participating in the lakor force.

FINDINGS

The study found that no State had an effective henefit
reduction rate on earned income in i967 which approached 100
percent. The estirates ranged from a high of 70 vercent in
Illinois to a low of 8 percent in Mississippi.

The study reported that by 1972, 17 of the 25 States
were estimated to have lower effective benefit redurtion
rates on earned income2. In 11 of these States, the rate in
1973 was lower than in 1971, which in turn was lower than
the rate in 1967. Howaver, the decreases in the affective
benefit reduction rates on earned income cannot be entirely
attributed to tke introduction of the 530 and one-third
rule. Increases in the creditsg allowed for work-related
expenses or other disregards from gross income would have
the same effect.

The study found that support foc the hyoothesis that
the proportion of working AFDC mothers lncreassd over time
(primarily because of the incentive effects af the $30 and
one~third rule) was not convincing. Some States showed
consistent and significant increases: some showed signifi=-
cant decreases. In most States the effect was unclear and/
or insignificaat,

Of the =ix States that showed significant increa.cs

in the range of exempted earnings over time;, only thres sup
ported the hypothesis of the proportion of working AFDC
mothers rising. :
81
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The study reported that Oof the States that did not show
any significant decreases in the benefit reduction rate on
earnings, none showed any significant increases in the pro-
portion 2f AFCC mothers working. Of all the other States
which showed decreases in the benefit reduction rate on -
€arnings, only 6 States gave strong supporting evidence of
ir~ra2ases in the proportion of AFDC mothers working.

The study indicated that these results did not warrant
concluding that lower benefit reduction rates necessarily
lead to increases in employment among AFDC motheérs. The
study stated that some AFDC mothers may not be affacted by
the employment incentives cffered by the 530 apnd one-third
rule due to the nature of their tastes. On the other hand,
the evidence is mildly suggestive that the $30 and one-third
rule did increase employment.

The study presented some moderatelyv strong supgort for
the hypothesis that more education increasses the probability
of AFCC mothers working. Strong evidence existed that chil-
dren in the home--especially voung children upnder age 6--
exh..it a negative influence on the l:kelihood of wcrking.
Participation in a surplus commodities or a Foud stamp gro-
gram or the receipt of unearned income {inciuding other
transfer income) exert significant negative effects on the
Frobability of AFCC mothers working. The results also sug-
gested that AFDC mothers living in large cities were less
likel te work. Variables which represented age, race, or
lenath of time on welfare did not show very signifizant or
consistent effects on the ~robability of AFDC mothers
working.,

CONCLUSION

Analytical results indicated that almost evaryone was
better off with the $30 and one-third rule in existence; they
most likely would be aven better off with a larger earnings
disregard and/or lower effec:ive benefit reduction rates.
However, the higher breakeven level increuses the pool of
eligibles thus increasing toth costs and caseloads.

Empirical evidence supported tre hyvothesis of the ef-
fective benefit reduction rates on earnings being lowered
over time. However, too many otlier Factors were uperating
to allow one to conclude that the $30 and one-third rule
causged these lower rates.
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Weak support existed for the hvoothesis that the pro-
portion of working mothers had increased over time. It was
clear that much more research needed to be done pefore any
more changes in the AFCC wrogram are made to insure that
they have their desired effect, .

I
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EFFECTS OF THE EARNINGS EXEMPTION PROVISION

UPON THE WORK RESPONSE OF AFDC RECIPIENTS

Prepared by National Analysts, Inc.
May 1872

STULY OBJECTIVE

The objective was to evaluate the impact of rha earnings
exemption provision of the Social Security Act upon the work
response of AFDC recipients.

METHODOLOGY

The study report presents an evaluation of the impact
of the earnings exemption provision based upon data collected
during two waves of interviews with the same respondents in
12 (10 all-female 1/ and 2 all-male 2/) urban sites. During
the initial interviews baseline data were gathered and a
personalized introduction to tha benefits of the earnings
exemption provision was presented to sach respondent by a
National Analysts interviewer. At the time of the follow=up
interview, over a year later, data concerning the knowledge
of and work-related responses to the earnings exemption as
well as information on other related topics, such ag child
care, Were collected.

FINDINGS

Chsnge in emplovment

There were no important differences in the percentages
of men and women employed at the time of the first and second
interviews, except for Los Angeles where 10 percent more of
the men were working at the time of the second interviaw.

1/Study sites for interviewing female recipients were Chicago,

~ Columbus (Chio), pallas, Indianapolis, Jersey City, Miami,
New York City, Richmond (Virginia), San Francisco, and St.
Louis.

2/Study sites for male recipients were Camden (New Jersey)
- and Los Angeles.
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Slightly more than one=third of the men and about ene-fourth
of the women vere employed at the time of each interview. 1In
the period between interviews, 65 percent of the females and
42 percent of the males never worked.

A principal finding concerning awareness was that over
half of the AFDC recipients in the sample did not gacall the
7 earnings exemption provision at the time of the second inter~
r view, despite the explanation in the first interview and the
passage of another year under the provision, Of those who
indicated they were acquainted with the provision, most did
not understand its application to their personal situation.
Few could verbalize specific financial aspects of the earn-
ings exemption. Moreover, the number of misconceptions and
irrelevant ideas about it almost equaled the amount of accu=
rat~ knowledge.

™

There was no real indication that those who recalled
hearing of the earnings exemption provision found Wwork more
often than those who did not recall hearing of i{t. However;
more among those who had heard of the provision said they
had sought work than among those who had not heard of it,
Also, there were no notable differences in enrollment in
school or job-training programs as Preparation for work
between those who were aware and those who were not aware
of the earnings exemption. _

o Regarding work attitudes, the majority of those inter-
viewed rated work favorably--with the exception of wages,
which were perceived to be low. Respondents expressed a
less faverable attitude toward welfare--only a small per-
centage of the women and almost none of the males expressed
a preference for income from welfare over income from work.

; A little over a third &F the men and only 12 percent
| of the women were enrolled in school or job-training pro=
! grams during the time period between the two interviews.
Only about half of those who could have completed their
courses during this time period actually finished them.

Impact on caseload

At the time of their selection to the sample, all re=~
vpondents were receiving welfare, By the initial interview
some months later, 91 percent of the males and 94 Fercent of
the females reported being on welfare, At the second inter-
view, 82 percent of the males and 93 percent of the females
were on welfare,

B -—Q. . ;',_._—_.
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Only & minority of the men and women who worked got off
welfare. Most of the working respondents continued to re-
ceive welfare while they were employed. Most often this
financial aid was provided the entire time they were working.

CONCLUSTON"

The study concluded that, based on the responses from b
over 2,860 reinterviewed respondents, the earnings exemption
provision did not fylly achieve its major goal of moving the
welfare recipients jnto the work Fforce.

(106128)
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